TO SIMPLIFY ACCOUNTING, FACILITATE 
THE PAYMENT OF OBLIGATIONS, AND 
_FOR OTHER PURPOSES 


—UNIVERSITY 
OF MICHIGAN 





JUN 27 1536 
HEARINGS 


BEFORE A 


SUBCOMMITTEE OF THE 
COMMITTEE ON 
GOVERNMENT OPERATIONS 
HOUSE OF REPRESENTATIVES 
EIGHTY-FOURTH CONGRESS 


SECOND SESSION 
ON 


H. R. 9593, H. R. 7658, and H. R. 7688 
BILLS TO SIMPLIFY ACCOUNTING, FACILITATE THE 
PAYMENT OF OBLIGATIONS, AND FOR 
OTHER PURPOSES 


MAIN 
RFADIN™ ROOM 


MARCH 27, 1956 


Printed for the use of the 
Committee on Government Operations 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1956 








COMMITTEE ON GOVERNMENT OPERATIONS 
WILLIAM L. DAWSON, Illinois, Chairman 


CHET HOLIFIELD, California 

JOHN W. McCORMACK, Massachusetts 
EARL CHUDOFYF, Pennsylvania 

JACK BROOKS, Texas 

LESTER HOLTZMAN, New York 

L. H. FOUNTAIN, North Carolina 
ROBERT H. MOLLOHAN, West Virginia 
PORTER HARDY, Jr., Virginia 

JOHN A. BLATNIK, MINNESOTA 
ROBERT E. JONES, Alabama 
EDWARD A. GARMATZ, Maryland 
JCHN E. MOSS, California 

JOE M. KILGORE, Texas 

DANTE B. FASCELL, Florida 
MARTHA W. GRIFFITHS, Michigan 
HENRY 8. REUSS, Wisconsin 


CLARE E. HOFFMAN, Michigan 

R. WALTER RIEHLMAN, New York 
CECIL M. HARDEN, Indiana 
CHARLES B. BROWNSON, Indiana 
GEORGE MEADER, Michigan 
CLARENCE J. BROWN, Ohio 
GLENARD LIPSCOMB, California 
B. CARROLL REECE, Tennessee 

J. ARTHUR YOUNGER, California 
VICTOR A. KNOX, Michigan 

OTTO KRUEGER, North Dakota 
CHARLES R. JONAS, North Carolina 
WILLIAM E, MINSHALL, Ohio 


CHRISTINE Ray Davis, Staff Director 
ORVILLE S, POLAND, General Counsel 
WILuiaM Pincus, Associate General Counsel 
HELEN M. Boyer, Minority Professional Staff 





EXECUTIVE AND LEGISLATIVE REORGANIZATION SUBCOMMITTEE 
WILLIAM L. DAWSON, Illinois, Chairman 


JOHN W. McCORMACK, Massachusetts 
ROBERT E. JONES, Alabama 

JOE M. KILGORE, Texas 

DANTE B, FASCELL, Florida 


CECIL M. HARDEN, Indiana 
CLARENCE J. BROWN, Ohio 
CHARLES R. JONAS, North Carolina 
CLARE E. HOFFMAN, Michigan, er officio 


ELMER W. HENDERSON, Counsel 


II 


er na aR Nee en ma 





ae 





D2P2S:T2) BY THE 
UNITED STATES OF AMERICA 


~— 


CONTENTS 


Statement of— 
Cake, Gilbert L., Associate Commissioner, Bureau of Accounts, 
Treasury Department erase ir ih inion caaientoara seam eal daahs Wm ate hive teens 
Hiestand, Hon. Edgar W., a Representative in Congress from the 
OST 8 ge ali aan liiames rece Ritts tc RI aE 
Keller, Robert F., assistant to the Comptroller General____________- 
Lanman, Maurice H., Jr., Assistant General Counsel, Department 
OE Gees Werte I os kel ei do eek ee cic... 
Letters, statements etc., submitted for the record by— 
Brundage, Percival, Acting Director, Bureau of the Budget: Letter 
to Hon. William L. Dawson March 16, 1956__._._____________- 
Buddeke, Richard A., Director, Legislative Programs, Office of the 
Assistant Secretary ‘of Defense: Letter to Hon. William L. Daw son, 
Sl al gic ween us ieee mei mae 
Campbell Hon. Joseph, Comptroller General of the United States: 
Letter from Hon. Joseph Campbell to Hon. William L, Dawson, 
PE PEs dsc ep burcdeuies ooh aes pe eden eee ubes 
Hiestand, Hon. Edgar W., a Representative in Congress from the 
State of California: Excerpt from the Budget and Accounting Act 
Rie Ow iiNet Be oath RR wach esa es oe te le oo 
Keller, Robert F., assistant to the Comptroller General: 
Excerpt from Commission Report on Budget and Accounting__--_- 
Proposed amendment to H. R. 9593___-..__._.-----.-----_-- 
McCormack, Hon. John W., a Representative in Congress from the 
State of Massachusetts: 
Letter from Hon. Marguerite Stitt Church, to Hon. William L. 
a I Ee eS eee cree 
Proposed amendment to H. R. 9593_.._--------------------- 
Rappaport, Percy, Acting Director, Bureau of the Budget: Letter from 
ercy Rappaport, to Hon. W illiam L. Dawson, August 29, 1955__-_-_- 
Sheeley, Rear Adm. W. R., Acting Judge Advocate General of the 
Navy: Letter from Rear Adm. W. R. heeley, for the Secretary of 
the Navy, to Hon. William L. Dawson, March eR OS ea ias 


Page 


10 


14 
22, 23 

















TO SIMPLIFY ACCOUNTING, FACILITATE THE PAY- 
MENT OF OBLIGATIONS, AND FOR OTHER 
PURPOSES 


(H. R. 9593, H. R. 7658, and H. R. 7688) 


TUESDAY, MARCH 27, 1956 


House or REPRESENTATIVES, 
EXECUTIVE AND LEGISLATIVE 
REORGANIZATION SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 


The subcommittee met at 10 a. m., on Tuesday, March 27, 1956, 
Hon. John W. McCormack presiding. 

Present: Messrs. McCormack (presiding) and Jones, Mrs. Harden, 
and Messrs. Brown and Jonas. 

Also present: Elmer W. Henderson, subcommittee counsel. 

Mr. McCormack. The subcommittee will be called to order. 

These hearings are being held to obtain information for the sub- 
committee on H. R. 9593, introduced by Chairman Dawson; H. R. 
7658, introduced by Congresswoman Church; and H. R. 7688, intro- 
duced by Congressman Hiestand. The purpose of all three bills is to 
change the present system of payment of certain claims against the 
Government where the appropriations therefor have lapsed, and for 
other purposes. 

H. R. 7658 and H. R. 7688 are identical and were designed to carry 
out a recommendation of the Hoover Commission. 

H. R. 9593, with certain amendments to be proposed, has been 
approved by the Bureau of the Budget, the Comptroller General, and 
the Department of the Treasury. 

I would like the text of H. R. 9593, H. R. 7658, and H. R. 7688 to 
be placed in the record at this point. Following the bills 1 would like 
the reports from the agencies to be placed in the record also. 

(The bills and reports follow:) 


[H. R. 9593, 84th Cong., 2d sess.] 


A BILL To simplify accounting, facilitate the payment of obligations, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That, except as otherwise provided by law, (a) the 
account for each appropriation available for obligation for a definite period of 
time shall, upon the expiration of such period, be closed as follows: 

(1) The obligated balance shall be transferred to an appropriation account of 
the activity responsible for the liquidation of the obligations, in which account 
shall be merged the amounts so transferred from all appropriation accounts for 
the same general purposes; and 

(2) The remaining balance shall be withdrawn and, if the appropriation was 
derived in whole or in part from the general fund, shall revert to such fund, but 
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if the appropriation was derived solely from a special or trust fund, shall revert, 
unless otherwise provided by law, to the fund from which derived. 

(b) The transfers and withdrawals required by subsection (a) of this section 
shall be made— ; 

(1) not later than September 30 of the fiscal year immediately following 
the fiscal year in which the period of availability for obligation expires, in the 
case of an appropriation available both for obligation and disbursement on 
or after the date of approval of this Act; or 

(2) not later than September 30 of the fiscal year immediately following 
the fiscal year in which this Act is approved, in the case of an ree 
which, on the date of approval of this Act, is available only for disbursement. 

(c) For the purposes of this Act, the obligated balance of an appropriation 
account shall be the amount of unliquidated obligations applicable to such appro- 
priation less the amount collectible as repayments to the appropriation as of the 
close of the fiscal year as reported pursuant to section 1311 (b) of the Supplemental 
Appropriation Act, 1955 (68 Stat. 830; 31 U.S. C. 200 (b)). Collections author- 
ized to be credited to an appropriation but not received until after the close of the 
fiscal year in which such appropriation expires for obligation shall, unless otherwise 
authorized by law, be credited to the appropriation account into which the 
obligated balance has been or will be transferred, pursuant to subsection (a) (1), 
except that collections made by the General Accounting Office for other Govern- 
ment agencies may be deposited into the Treasury as miscellaneous receipts. 

(d) The transfers and withdrawals required pursuant to subsection (a) of this 
section shall be accounted for an reported as of the fiscal year in which the appro- 
priations concerned expire for obligation, except that such transfers of appropria- 
tions described in subsection (b) (2) of this section shall be accounted for and 
reported as of the fiscal year in which this Act is approved. 

Sec. 2. Each appropriation account established pursuant to this Act shall be 
accounted for as one fund and shall be available without fiscal year limitation for 
payment of obligations chargeable against any of the appropriations from which 
such account was derived. Subject to regulations to be prescribed by the Comp- 
troller General of the United States, payment of such obligations may be made 
without prior action by the General Accounting Office, but nothing contained in 
this Act shall be construed to relieve the Comptroller General of the United States 
of his duty to render decisions upon requests made pursuant to law or to abridge 
the existing authority of the General Accounting Office to settle and adjust claims, 
demands, and accounts. 

Sec. 3. (a) Appropriation accounts established pursuant to this Act shall be 
reviewed periodically, but at least once each fiscal year, by each activity respon- 
sible for the liquidation of the obligations chargeable to such accounts. If the 
undisbursed balance in any account exceeds the obligated balance pertaining 
thereto, the amount of the excess shall be withdrawn in the manner provided by 
section 1 (a) (2) of this Act; but if the obligated balance exceeds the undisbursed 
balance, the amount of the excess shall be transferred to such account from the 
appropriation currently available for the same general purposes. A review shall 
be made as of the close of each fiscal year and the transfers or withdrawals re- 
quired by this section accomplished not later than September 30 of the following 
fiscal year, but the transactions shall be accounted for and reported as of the close 
of the fiscal year to which such review pertains. A review made as of any other 
date for which transfers or withdrawals are accomplished after September 30 in 
any fiscal year shall be accounted for and reported as transactions of the fiscal 
year in which accomplished. 

(b) Whenever a payment chargeable to an appropriation account established 
pursuant to this Act would exceed the undisbursed balance of such account, the 
amount of the deficiency may be transferred to such account from the appropria- 
tion currently available for the same general purposes. Where such deficiency 
is caused by the failure to collect repayments to appropriations merged with the 
appropriation account established pursuant to this Act, the amount of the defi- 
ciency may be returned to such current appropriation if the repayments are 
subsequently collected during the same fiscal year. 

(c) In connection with his audit responsibilities, the Comptroller General of 
the United States shall report to the head of the agency concerned, to the Secretary 
of the Treasury, and to the Director of the Bureau of the Budget, respecting opera- 
tions under this Act, including an appraisal of the unliquidated obligations under 
the appropriation accounts established by this Act. Within thirty days after 
receipt of such report, the agency concerned shall accomplish any actions required 
by subsection (a) of this section which such report shows to be necessary. 
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Src. 4. During the fiscal year following the fiscal year in which this Act becomes 
effective, and under rules and regulations to be prescribed by the Comptroller 
General of the United States, the undisbursed balance of the appropriation ac- 
count for payment of certified claims established pursuant to section 2 of the Act 
of July 6, 1949 (63 Stat. 407; 31 U. 8. C. 712b), shall be closed in the manner pro- 
vided in section 1 (a) of this Act. 

Sec. 5. The obligated balances of ph ease made available for obligation 
for definite periods of time under discontinued appropriation heads may be 
merged in the appropriation accounts provided for by section 1 hereof, or in one 
or more other accounts to be established pursuant to this Act for discontinued 
ps an of the activity currently responsible for the liquidation of the 
obligations. 

Src. 6. The unobligated balances of appropriations which are not limited to a 
definite period of time shall be withdrawn in the manner provided in 
section 1 (a) (2) of this Act whenever the head of the agency concerned shall 
determine that the purpose for which the appropriation was made has 
been fulfilled or will not be undertaken or continued; or, in any event, 
whenever disbursements have not been made against the appropriation for two 
full consecutive fiscal years: Provided, That amounts of appropriations not limited 
to a definite period of time which are withdrawn pursuant to this section or were 
heretofore withdrawn from the appropriation account by administrative action 
may be restored to the applicable appropriation account for the payment of 
obligations and for the settlement of accounts. 

Src. 7. The following provisions of law are hereby repealed: 

(a) The proviso under the heading ‘“‘PAYMENT OF CERTIFIED CLAIMS’’ in the 
Act of April 25, 1945 (59 Stat. 90; 31 U.S. C. 690); 

(b) Section 2 of the Act of July 6, 1949 (63 Stat. 407; 31 U. S. C. 712b), but 
the repeal of this section shall not be effective until June 30, 1957; 

(ec) The paragraph under the heading ‘‘PAYMENT OF CERTIFIED CLAIMS’ in the 
Act of June 30, 1949 (63 Stat. 358; 31 U. S. C. 712c); 

(d) Section 5 of the Act of March 3, 1875 (18 Stat. 418; 31 U. S. C. 713a); and 

(e) Section 3691 of the Revised Statutes, as amended (31 U. 8S. C. 715). 

Sec. 8. The provisions of this Act shall not apply to the appropriations for the 
District of Columbia. 


[H. R. 7658, 84th Cong., 1st sess.] 


A BILL Relating to the payment of certain claims against the Government where the appropriations 
therefor have lapsed 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That, notwithstanding the provisions of section 
305 of the Budget and Accounting Act of 1921, hereafter whenever any executive 
department or agency is requested to make payment of a claim against it with 
respect to which the appropriation therefor has lapsed, if a valid voucher has 
been issued by an accounting officer of such department or agency in the regular 
and ordinary course of business, the payment of such claim shall be made by 
such department or agency in the same manner as in the case of a claim as to 
which there is an available appropriation in lieu of its being submitted to the 
General Accounting Office, recorded on its records, and subsequently referred to 
the Treasury Department for payment out of the “payment of certified claims” 
account: Provided, That the settlement of all such claims shall be subject to 
review and audit by the General Accounting Office, and each such executive de- 
partment and agency shall retain so much of the unexpended balances of each 
appropriation which has lapsed as it determines to be necessary to provide for 
the payment of all claims which would normally be payable out of such appropri- 
ation. 


[H. R. 7688, 84th Cong., Ist sess.] 


A BILL Relating to the payment of certain claims against the Government where the appropriations 
therefor have lapsed 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That, notwithstanding the provisions of section 305 
of the Budget and Accounting Act of 1921, hereafter whenever any executive 
department or agency is requested to make payment of a claim against it with 
respect to which the appropriation therefor has lapsed, if a valid voucher has been 











4 SIMPLIFY ACCOUNTING AND OTHER PURPOSES 


issued by an accounting officer of such department or agency in the regular and 
ordinary course of business, the payment of such claim shall be made by such 
department or agency in the same manner as in the case of a claim as to which 
there is an available appropriation in lieu of its being submitted to the General 
Accounting Office, recorded on its records, and subsequently referred to the 
Treasury Department for payment out of the “payment of certified claims’’ 
account: Provided, That the settlement of all such claims shall be subject to 
review and audit by the General Accounting Office, and each such executive 
department and agency shall retain so much of the unexpended balances of each 
appropriation which has lapsed as it determines to be necessary to provide for the 
payment of all claims which would normally be payable out of such appropriation. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BupGer, 
Washington, D. C., August 29, 1955. 
Hon. Wiuutam L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representarives, Washington, D. C. 


My Dear Mr. CuarrMan: This will acknowledge your letters of August 1, 1955, 
inviting the Bureau of the Budget to comment on H. R. 7658 and H. R. 7688, bills 
“Relating to the payment of certain claims against the Government where the 
appropriations therefor have lapsed.”’ 

These bills have as their opjective the simplification of procedures for the 
payment of claims chargeable to lapsed appropriations. This office is in accord 
with this objective and is now working with the Generai Accounting Office and 
the Treasury Department to determine what additional language may be needed 
to insure proper hand:ing of the accounting and other technical details. Our 
suggestions on this will be forwarded to you shortly. 

Sincerely yours, 
Percy Rappaport, Acting Director. 


CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, March 8, 1956. 
B-—52215, B-653811, B—118094. 
Hon. Wiiuram L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representavives. 


Dear Mr. CuHarrMAN: Your letter of March 1, 1950, acknowledged March 2, 
requests a report on H. R. 9593, 84th Congress. 

The problems involved in the liquidation of prior-year obligations have been 
of considerable concern to us for some time. The Surplus Fund-Certified Claims 
Act of July 6, 1949, 31 U.S. C. 712 (b), represented a substantial step forward in 
procedures for the payment of stale obligations. By making lapsed appropria- 
tions available on a continuing basis for the payment of outstanding obligations, 
it eliminated the formerly existing necessity for budgetary review and congressional 
approval to restore funds which already had been appropriated so that they could 
be used for payment of legal liabilities. It speeded up payment of creditors, 
thereby promoting improved relations with the public, and it effected substantial 
economies by reducing correspondence concerning pending claims. However, 
this legislation also has certain deficiencies. These include the necessity for the 
maintenance in the General Accounting Office of detailed ledgers of account for 
the lapsed appropriations transferred to the “Payment of Certified Claims’’ 
account and the substantial utilization of the services of our professional claims 
adjudicators and supporting personnel in the processing of transactions under 
that account. Also, since the ‘‘Payment of Certified Claims’ account is classified 
as a Treasury Department appropriation account, all liquidations of outstanding 
obligations against lapsed appropriations are recorded on the books of the Gov- 
ernment as expenditures of that Department, rather than as expenditures of the 
agencies benefiting therefrom. This accounting treatment overstates expendi- 
tures of the Treasury Department and correspondingly understates expenditures 
of the agencies which incurred the obligations. 

In addition, developments under the Joint Accounting Program, as authorized 
by the Budget and Accounting Procedures Act of 1950, have materially changed 
earlier concepts as to the responsibilities of the several agencies of the Government, 
including those of the General Accounting Office. Prime responsibility for estab- 
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lishing and maintaining adequate systems of accounting and internal control 
have been vested in the agencies, in accordance with broad principles, standards, 
and related requirements prescribed by us, and with the further responsibility 
vested in us to audit financial transactions of the agencies. Improvements in 
agency accounting following recognition of these new concepts have substantially 
eliminated the need for advance approval by the General Accounting Office 
of many types of payments, and as a result of decentralization of agency account- 
ing, centralized payment procedures such as those contemplated by the “Certified 
Claims” Act have become cumbersome and unnecessary. Experience has con- 
clusively established the obligations liquidated from the ‘‘Payment of Certified 
Claims” account largely represent routine transactions. 

We thus believe that the liquidation of prior-year obligations can be handled 
under regular disbursement and postaudit procedures with substantial decreases 
in cost and with no sacrifice of appropriate safeguards, as proposed by H. R. 9593. 
This proposed legislation also would remedy the deficiencies under existing law 
by eliminating the necessity for the maintenance in the General Accounting Office 
of numerous detailed ledgers of account for all prior-year lapsed appropriations 
and by permitting substantially all liquidation of outstanding obligations to be 
recorded on the books of the Government as expenditures of the agencies which 
incurred the obligations and benefited therefrom. 

This proposed legislation substantially would carry out recommendations Nos. 
17 and 18 of the Report to the Congress on Budget and Accounting of the Hoover 
Commission. These recommendations were to the effect that all prior-year 
obligations under the same appropriation or fund be merged with the current 
appropriation, thereby having only one account under each appropriation or fund. 

Je agree with this concept as to appropriations made on an annual accrued 
expenditure basis in accordance with recommendation No. 7 of the Hoover Com- 
mission. However, as long as appropriations continue to be stated on an obliga- 
tion basis, we strongly recommend that prior year obligated balances be merged 
into one consolidated account as proposed by H. R. 9593 and not commingled 
with current appropriations. There thus would be no opportunity to use amounts 
not needed to liquidate prior-year obligations for current expenses. 

Particular attention is invited to sections 1 (c) and 6 of the bill. Under existing 
law (31 U. 8. C. 690), all collections which would otherwise be creditable as appro- 
priation repayments must be deposited into the Treasury as miscellaneous receipts 
in the event they are not received until the applicable appropriation has lapsed. 
The effect of section 1 (c), together with the repeal of 31 U. 8. C. 690, as proposed 
by section 7 (a) of the proposal, is to remove this requirement, it being our feeling, 
which also is shared by the Bureau of the Budget and the Treasury Department, 
that such recordation of collections—many of which represent nothing more than 
interagency reimbursements—has the undesirable effect of overstating Govern- 
ment income and disbursements. In the debt-collection activities of the General 
Accounting Office, however, owing to such factors as the expense involved in 
identifying applicable appropriations, it is impracticable in many cases for us to 
apply all collections as appropriations repayments. In such circumstances, we 
consider it desirable that we be given the option of depositing collections as 
miscellaneous receipts as proposed by section | (c). 

As to section 6, it has been our experience that agencies rarely, if ever, initiate 
action to close out no-year appropriations with the result that such accounts— 
often with trifling balances—remain open on the Government’s books long after 
the projects for which they were provided have been completed. Under section 
3691, Revised Statutes, as amended (31 U.S. C. 715), which the draft proposes to 
repeal, the Secretary of the Treasury has the authority to include balances in 
such accounts on surplus warrants without agency approval, but the archaic 
requirements of such section of the Revised Statutes for certifications by this 
Office that the balances are not needed for the payment of obligations and the 
settlement of accounts have acted as deterrents to the effective implementation 
of the provision. Section 6 will permit the orderly accomplishment of the pur- 
poses contemplated by the outmoded and ineffectual section 3691 and is believed 
desirable. 

We believe that the proposed legislation is sound in principle and will materially 
advance the cause of accounting improvement in the Government. We, therefore, 
strongly urge that favorable consideration be given to this proposal. 

A more detailed history of this proposal is contained in our letter of December 
20, 1955, B-52215, B-65311, B-118094, to you. 

Sincerely yours, 
JosEPH CAMPBELL, 


Comptroller General of the United States. 
76457—56——2 
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DEPARTMENT OF THE Navy, 
OFFICE OF THE JupDGE ApvocaTE GENERAL, 
Washington, D. C., March 8, 1956. 
Hon. Wiuuiam L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHarrMaNn: Your request for comment on H. R. 7658 and H. R. 
7688, identical bills relating to the payment of certain claims against the 
Government where the appropriations therefor have lapsed, has been assigned 
to this Department by the Secretary of Defense for the preparation of a report 
thereon expressing the views of the Department of Defense. 

The purpose of these bills is to allow the executive agencies to make payment 
of claims, where the appropriation therefor has lapsed, without the necessity of 
forwarding the claim to the General Accounting Office for certification and further 
forwarding to the Treasury Department for payment out of the “Payment of 
certified claims’ account. 

Pursuant to the act of July 6, 1949 (ch. 299, 63 Stat. 407; 31 U. S. C. 712b) 
except where specifically provided otherwise, all appropriations that have remained 
upon the books of the Government for 2 years, shall, on July 1 in each year, lapse. 
The moneys so lapsed are transferred by the Secretary of the Treasury to an 
account known as ‘‘Payment of certified claims.’”” Claims presented for payment, 
where the appropriation has lapsed are forwarded to the General Accounting Office 
for certification and are thereafter forwarded to the Treasury Department for 
payment from the account “Payment of certified claims.” 

The Department of the Navy, on behalf of the Department of Defense is in 
accord with the purpose of H. R. 7658 and H. R. 7688, but it should be noted that 
the Bureau of the Budget, the General Accounting Office, and the Treasury 
Department are currently engaged in preparing a draft of proposed legislation 
concerning this subject. 

In view of the foregoing, the Department of the Navy, on behalf of the Depart- 
ment of Defense, requests that action on H. R. 7658 and H. R. 7688 be held in 
re eg pending the submission of the draft of legislation by the Bureau of the 

udget. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report on H. R. 7658 and 
H. R. 7688 to the Congress. 

Sincerely yours, 


W. R. SHEELEY 
Rear Admiral, USN, 
Acting Judge Advocate General of the Nav 
(For the Secretary of the Navy). 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BupDGET, 
Washington, D. C., March 16, 1956. 

Hon. Wiuuram L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


My Dear Mr. CuHarrMANn: This is in response to your letters of March 1 and 
March 13, 1956, requesting the views of the Bureau of the Budget on H. R. 9593, 
a bill “To simplify accounting, facilitate the payment of obligations, and for 
other purposes.” 

This bill would substantially carry out the objectives of Recommendation Nos. 
17 and 18 of the Commission on cant a of the Executive Branch of the 
Government in its report on budget and accounting. 

We heartily endorse the objectives of the bill which would bring about improve- 
ments and simplifications in accounting and in the procedure for the payment of 
obligations against expired appropriations. More specifically, some of the major 
benefits which would result from the bill are as follows: 

1. At the present time accounts payable relating to obligations incurred under 
appropriations which expired for obligation purposes more than 2 years earlier 
are examined both by the agency concerned and by the General Accounting Office 
before payment is made. The bill would authorize the Comptroller General to 
prescribe by regulations the conditions under which such payments may be made 
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without prior review by the General Accounting Office. This would bring about 
savings by eliminating the duplicate review. Also payments could be made more 
romptly. 

. 2. The entire balance of each appropriation (both the obligated and the unobli- 
gated portion) is now carried in the accounts of the agencies for 2 years after the 
appropriation expires for obligation purposes. Under the bill the unobligated 
balances remaining at the close of each fiscal year would be withdrawn from ex- 
pired apusopeitions within 3 months thereafter, thus reducing the carryover of 
unexpended balances. 

3. Individual appropriation accounts are now kept by the agencies on a formal 
basis for 2 years after the appropriations expire for obligation purposes and there- 
after for at least 8 more years on 2 memorandum basis. In addition, after 2 years, 
the General Accounting Office maintains the individual appropriation accounts in 
order to see that there are available appropriation balances before claims are 
certified for payment. This bill would bring about a large reduction in the num- 
ber of accounts to be maiatained both by the agencies and by the General Account- 
ing Office. Under its provisions the obligated balances of expired accounts for 
prior years for the same general purposes would be merged so that usually each 
current year appropriation account would have a counterpart for prior year items. 
For the General Accounting Office alone, it is estimated that about 35,000 accounts 
could be eliminated. 

4. Under present practices payments made from appropriations which have 
expired for obligation purposes for more than 2 years are charged as expenditures 
to the Certified Claims Account maintained by the Treasury Department. The 
result is that such expenditures are reported as expenditures of the Treasury 
Department although the benefits were received by other agencies. Thus several 
hundred millions of dollars are budgeted and reported as a cost of the function of 
general government when actually a large part of this amount is for major national 
security and other functions. The bill would correct this situation. Expendi- 
tures would be recorded and reported by the individual agencies and for the func- 
tions which received the benefits. 

5. The bill provides that the Comptroller General shall, in connection with 
his audit responsibilities, make an appraisal of the unliquidated obligations. 
This emphasizes the importance of the independent review by the Comptroller 
General in order to verify the accuracy of the accounts. 

In the interests of clarifying and otherwise improving the bill, we would suggest 
consideration of the following amendments: 

1. Delete the words ‘‘except as otherwise provided by law on page 1, line 3, 
and in lieu thereof add the following new paragraph to the repeals on page 7, 
section 7: 

“(f) Any provisions (except those contained in appropriation acts for the fiscal 
years 1956 and 1957) permitting an appropriation to remain available for expendi- 
ture for any period beyond that for which it is available for obligation, but this 
subsection shall not be effective until June 30, 1957.” 

At the present time there are some cases where existing provisions of sub- 
stantive law continue the availability of appropriations for expenditure purposes 
for periods longer than the normal 2-year period after the period for which the 
appropriations are made. It is desirable, therefore, to bring such appropriations 
under the provisions of this bill in order to provide the authority to make pay- 
ments subsequently. An example is the provision for certain research appropria- 
tions in the Agricultural Marketing Act of 1946. The language, which we suggest 
for deletion above, would exempt such cases from the provisions of the bill 
whereas the substitute would embrace such cases within the terms of the bill by 
repealing the special provisions providing extended availability for expenditure. 
Like the provision repealing the general authorization for extended availability 
for expenditure (subsec. (b) of sec. 7), the suggested language would not be 
effective until June 30, 1957. However, the suggested language would not repeal 
provisions for extended expenditure availability contained in 1956 or 1957 appro- 
priation acts, but would leave the matter of extended expenditure availability 
for those appropriations to be considered individually in acting on 1958 budget 
estimates and appropriation acts. 

2. Delete the word “activity”? on page 1, line 8, and substitute ‘‘ageney or 
subdivision thereof.’”’ We believe the substitute would clarify the meaning. 

3. On page 2, lines 23 and 24, delete the words ‘‘as of the close of the fiscal 
year” and insert the same words after the word “account” on page 2, line 21. 

his change would clarify the point that the reviews of the accounting records 
required by section 1311 and the related reports pertain only to the obligated 
balance as of the close of the fiscal year. 





Ss SIMPLIFY ACCOUNTING AND OTHER PURPOSES 


4. Delete the words ‘‘required pursuant to subsection (a)’’ on page 3, lines 11 
and 12, and substitute ‘‘made pursuant to subsections (a) and (b).’”’ This would 
make it clear that September 30 is intended as the final closing date for action to 
be taken under section 1 (d). 

5. Delete the words “‘activity responsible for the liquidation of the obligations 
chargeable to such accounts’”’ on page 4, lines 8 and 9, and substitute “agency 
concerned.” We believe ‘agency’? would be more meaningful that “activity” 
and that the remainder of the clause is not necessary. 

6. Delete the word “activity” on page 6, line 10, and substitute ‘‘agency or 
subdivision thereof’’ for the reason noted in 2 above. 

7. Delete the words ‘‘or will not be undertaken or continued” on page 6, line 
17. These words might carry the implication that the heads of the agency 
concerned could determine whether or not to carry out work specifically authorized 
by the Congress. 

8. On page 7, add the following new section: 

“Sec. 9. The inclusion in appropriation acts of provisions excepting any appro- 
priation or appropriations from the operation of the provisions of this act and 
fixing the period for which such appropriation or appropriations shall remain 
available for expenditure is hereby authorized.” 

This new section provides that the Congress may consider each year the 
desirability of exempting any appropriation or appropriations from the provisions 
of this bill and so provide in appropriation acts without such provisions being 
subject to a point of order. 

The amendments suggested above have been discussed with staff of the Treasury 
Department and the General Accounting Office, who concur therein. With these 
amendments, we strongly recommend the enactment of H. R. 9593 which would 
improve fiscal operations and bring about economies. 

Sincerely yours, 


PERCIVAL BRUNDAGE, 
Acting Director. 
Mr. McCormack. At this point I would like to introduce into the 
record a letter from Congresswoman Marguerite Stitt Church, the 
author of H. R. 7658. 
(The letter follows: ) 


CONGRESS OF THE UNITED STATEs, 
House or REPRESENTATIVES, 
Washington, D. C., March 28, 1956. 
Hon. Wiiuiam L. Dawson, 
Chairman, Executive and Legislative Reorganization Subcommittee, 
Committee on Government Operations, 
House Office Building, Washington, D. C. 

Dear Mr. Dawson: I very much appreciate your invitation to testify on 
H. R. 7658. 

It is my understanding that with the introduction of H. R. 7658, the spark was 
provided to the General Accounting Office and the executive agencies to prepare 
the draft of H. R. 9593. Since this was prepared in the General Accounting 
Office, it appears to me to be legislation which would accomplish more thoroughly 
and more effectively the objectives of my own bill, H. R. 7658. 

I would, therefore, like to give my full backing to your bill, H. R. 9593, as a 
replacement for H. R. 7658, if there is a possibility that this more extensive legis- 
lation can be reported out favorably. I would, of course, like to add that if 
H. R. 9593 does prove too extensive to meet the approval of the Committee on 
Government Operations and presumably, therefore, the Congress, I would be very 
happy to have consideration of the less inclusive bill, H. R. 7658. 

In addition, may I thank you for introducing H. R. 9593, which certainly, in 
my thought, would go a long way in correcting the abuses and inadequacies of 
administration witnessed in present Government accounting methods. 

With best wishes always, I am 

Sincerely yours, 
MARGUERITE Stitt Cuvurcn. 
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OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
LEGISLATIVE AND Pusiic AFFAIRS, 
Washington, D. C., March 26, 1956. 
Hon. Witu1am L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 


Dear Mr. CHarrmMan: You have requested the views of the Department of 
Defense with respect to H. R. 9593, a bill to simplify accounting, facilitate the 
payment of obligations, and for other purposes. 

his bill was apparently intended to implement 2 of the Hoover Commission 
recommendations No. 17 and No. 18. 

Recommendation No. 18, which would provide for the agencies having juris- 
diction over the funds to settle all claims arising under appropriations after they 
have expired for obligation rather than to have such claims settled upon cer- 
tificates of the General Accounting Office is concurred in by the Department of 
Defense completely. It is our belief that no useful purpose has been served in 
having agencies receive claims, develop them, determine the amounts due and 
submit them to the Comptroller Geneal for a practically pro forma consideration 
and then have them returned to the agency and paid by the agency’s disbursing 
officers. Therefore, we believe that this recommendation will obviate currently 
unnecessary operation in the settlement of claims from the certificd claims account. 

With respect to the other aspect of H. R. 9593, which is apparently an attempt 
to implement recommendation No. 17, that all obligations be liquidated from a 
single account, we should like to point out that the bill moves only part of the 
distance in the direction of this worthwhile objective. 

You will note that the bill provides for transfer on September 30 of each year 
of only those amounts certified as having been obligated under section 1311 of 
the Supplemental Appropriation Act as of June 30. This latter section was 
a@ recent enactment into law of statutory definition of obligations which the 
Department of Defense believes was a long overdue measure necessary to 
correct the erroneous as well as unsound practices with respect to recording 
and reporting obligations that had been going on in the executive departments 
for decades. The Department considers this section as a landmark in progress 
toward a uniform basis for accounting and reporting for appropriated funds. 
After some initial delay in preparing and securing the approval of the accounting 
officers for our regulations under this statute, we are now in the process of applying 
it worldwide to all activities of the Department of Defense. As I am sure you 
will understand, corrective measures of this scope when applied to the complexities 
of accounting for and reporting on the obligations and expenditures of in excess 
of $30 billion cannot succeed overnight. We have been working diligently since 
the enactment of the statute and believe that within the next year or two the 
educative process and our job in this area will be completed. Our problem in 
carrying out the provisions proposed by H. R. 9593 arises from the fact that there 
are very large adjustments of unliquidated obligations in the Department of 
Defense after the end of the fiscal year. For instance, adjustments which may 
arise from the maturing of contingent liabilities arising out of all types of con- 
tracts including variation in quantity clauses price redetermination and escala- 
tion clauses as well as in the incentive and cost-reimbursement-type contracts. 
In addition, other significant factors require adjustments in our obligations which 
are often based on the best estimates available, in accordance with regulations 
issued under section 1311 approved by the Generali Accounting Office. 

We have generally condbvar most of these problems by the utilization of no-year 
appropriations in the Department of Defense but, to the extent that the problems 
exist in annual appropriations, to which this bill is largely applicable, we recom- 
mend that serious consideration be given to clarifying the provisions of the bill 
with respect to the limitations on the amounts to be carried over and the manner 
in which these adjustments are to be effected in the Department of Defense 
appropriations after the close of the fiscal year and prior to the transfers contem- 
plated to be made on September 30. We, therefore, recommend that the bill be 
amended as follows: 

At page 2, line 6, change the period to a colon and add the following: 

“Provided, That when it is determined necessary by the head of the agency 
concerned that a portion of the remaining balance withdrawn is required to 
liquidate obiigations and effect adjustments, such portion of the remaining balance 
may be restored to the appropriate accounts established pursuant to this act: 
Provided further, That the head of the agency concerned shal] make such report 
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with respect to each such restoration as the Director of the Bureau of the Budget 
may require.”’ 

If this bill is so amended, the Department of Defense would interpose no 
objection to its enactment. We have been advised by the Bureau of the Budget 
that there is no objection to the presentation of this report. 

Sincerely yours, 
Ricnarp A. BuppDEKE, 
Director, Legislative Programs. 


Mr. McCormack. Also a statement from Congressman Hiestand, 
the author of H. R. 7688. 

Is Mr. Keller here? 

Mr. Keer. Yes, sir. 

Mr. McCormack. Is Mr. Hiestand here? 

Mr. Hiestanp. Yes, sir. 

Mr. McCormack. Wait a minute. You are going to read this 
statement, are you? 

Mr. Hrestranp. Well, it is very brief. It might serve as a basis 
for a few remarks if you wish them. 

Mr. McCormack. Always glad to hear from you. 


STATEMENT OF HON, EDGAR W. HIESTAND, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Hiestanp. The statement is brief as it can be. The bill, 
H. R. 7688, is also brief and rather simplified. It would enable valid 
claims, in cases where appropriations have lapsed, but where the 
matter is purely routine and involves no question of law or fact, to 


be settled within the agency of the Government directly involved, 
rather than through the General Accounting Office. 

The agencies would be required to set aside sufficient unexpended 
balances of closed appropriations for settling claims and the entire 
procedure would be subject to revision and audit by the General 
Accounting Office. 

The rest of the statement is self-explanatory, Mr. Chairman. 
There are plenty of exceptions to the old law, section 305 of the Budget 
and Accounting Act of 1921, as enumerated here. Approximately 
28,000 such claims would not have involved anything doubtful or 
complex, and could have been thus settled, and would have involved 
& saving. 

The statement is self-explanatory. I do not think we need to go 
into much more detail unless the committee would like to ask ques- 
tions about it. 

Under section 305 of the Budget and Accounting Act of 1921, it is 
provided— 

All claims and demands whatever by the Government of the United States or 
against it shall be settled and adjusted in the General Accounting Office. 

There are presently many exceptions, such as the Internal Revenue 
Service for income-tax matters; the Railroad Retirement Board for 
pension claims; the Social Security Administration for old-age and 
survivors insurance claims, and the Veterans’ Administration for 
benefit payments. 

Otherwise, claims made against an executive agency are reviewed 
by the agency and then submitted to the General Accounting Office 
for settlement. Where the elaim relates to an open appropriation it 
is approved by the General Accounting Office, returned to the execu- 
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tive agency for payment. Request for payment, under lapsed appro- 
priations, are currently designated as claims and, hence, are referred 
to the General Accounting Office. Such claims are, if approved by 
the General Accounting Office, recorded in the records of that Office. 
They are then referred to the Treasury Department for payment from 
the “payment of certified claims”’ account. 

Of the 38,000 claims received by the General Accounting Office re- 
lating to lapsed appropriations, approximately 28,000 did not involve 
any doubtful or complex matter. 

he existing procedure seems an unnecessary duplication of work. 
Substantial economies could be achieved if the agencies were author- 
ized to make direct settlements of claims without their prior submission 
to the General Accounting Office, except in those cases involving 
questions of law or fact. 

Proper accounting procedure should be set up so that set-asides of 
unexpended appropriations for this purpose are properly safeguarded 
and that the funds appropriated by the Congress are used solely for 
the purpose intended. 

Your careful consideration of this bill is requested. 

Mr. McCormack. Any questions, Mr. Jonas? 

Mr. Jonas. Yes. I would like to ask Mr. Hiestand about this 
proviso on page 2, beginning on line 5; 

Provided, That executive departments and agencies in question shall retain so 
much of the unexpended balances, 
and so forth. Do you visualize any trouble estimating the amounts 
that they should retain for that purpose, or would that be easily 
determined? 

Mr. Hrestanp. It is not anticipated they would have much, if any, 
difficulty because their experience in previous years would indicate 
the amounts in round numbers to be set aside. 

But it is provided that it be set aside for that purpose and for that 
purpose only, and an accounting must be rendered as stated in the bill 
to the General Accounting Office at the end of the year. 

If old claims come up, they should be handled in the regular way. 
In other words, if it is insufficient. 

Mr. Jonas. You simply propose that the agency or department of 
Government in question should within its own organization make 
ieee settlements without going through the General Accounting 

ffice. 

Mr. Hisstanp. Without going through the General Accounting 
Office in advance and then back to the Treasury. Make the settlement 
under supervision and auditing authority of the General Accounting 
Office and render a full account of them, but there are plenty of such 
claims being so settled in other depar tments. These are claims that 
have been authorized but simply have not been settled; the details 
have not been quite completed, and so forth. 

Mr. Jonas. The General Accounting Office would still have to 
audit these claims? 

Mr. Hresranp. Certainly. 

Mr. Jonas. It would be a postaudit? 

Mr. Hiesranp. Certainly, as they do all of the other agency 
accounts; a postaudit. 

Mr. Jonas. Are there any advantages under this bill other than 
expedition of settlement? 
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Mr. Hiestanp. And the saving of expense of a prior audit and 
then back to the agency and then over to the Treasury. It just 
saves duplication of handling. 

Mr. McCormack. Claims of the sort you have in mind now are 
settled at the Treasury level, Department of the Treasury, following 
audit and approval by the General Accounting Office? 

Mr. Hisestanp. Presently, now. And of course each agency, 
that is to say the General Accounting Office and the agency and the 
Treasury all have to review and weigh each one on its validity and its 
proper payment and so forth. 

The Treasury, of course, requires the agency to O. K. them, study 
them, check and doublecheck them anyway. They do it at present. 
They send it over to the General Accounting Office, who do it, then it 
comes back to the agency, who reviews it, and then it goes to the 
Treasury. 

It cuts out one extra handling, saving the money and the time. 

Mr. Jonas. It would cut out handling at the Treasury? 

Mr. Hrestanp. Yes. 

Mr. Jonas. The Treasury Department. 

Mr. McCormack. What are the nature of the claims? 

Mr. Hiestranp. Well, they are primarily claims in all agencies 
which are for appropriations made, purchases of all kinds, and claims 
for an adjustment on a purchase where the whole appropriation has 
been made and it is rather a routine. It does not affect any question 
of fact or of law. It is routine claims. 

Mr. McCormack. What are the amounts involved? Would they 
be all kinds of amounts? 

Mr. Hiesranp. All kinds of amounts. 

Mr. McCormack. Millions of dollars in some cases? 

Mr. Hrestanp. No; they are very minor amounts. I doubt if any 
of them are over several thousand dollars. Most of them are very 
minor in amount, but it just clogs up the whole machinery; 28,000 of 
them in 1 year. 

Mr. McCormack. How is it that they can be confined to claims 
not exceeding several thousand dollars and not go into higher amounts? 

Mr. Hresranp. It has not been found necessary to put that in 
There is another bill in, the chairman’s bill, I believe, which has 
quite a little added 

Mr. Jonas. May I ask a question, sort of in elaboration of the one 
the chairman asked? 

Mr. Hrestanp. Yes. 

Mr. Jonas. Would it be because the creditors with large claims 
press their claims faster than some of the small ones? Would that 
have anything to do with it? 

Mr. Hiestanp. Well, I suppose that could have something to do 
with it. 

Mr. Jonas. I would think most people with claims against the 
Government would be rather careful to try to have them Saared out 
before the appropriation lapses. 

Mr. Hrestanp. They try to, Mr. Jonas, but you and I know that 
we have in our very vast bureaus a slowness of operation in spite of 
the best that we can do. We do have a slowness of operation, put 
in by law, section 305, for instance, that has been in for a good many 
years and it just definitely slows down the operation. It was put in 
to safeguard the taxpayers’ money. 
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Of course, with that impulse we are all in accord. It is felt, however, 
that this simplified handling would adequately protect the Govern- 
ment. 

Mr. McCormack. Some years ago, we took and wiped away the 
preaudit on rates charged the Government on railroads. Some 
uncomfortable situations developed later on. That is before your 
time. 

Mr. Hiestranp. Yes. 

Mr. McCormack. Mr. Keller is well acquainted with the history 
of that experience. 

Mr. Keller, when you testify, that is the one important thing you 
will have to address yourself to, to my mind, to differentiate between 
the two cases. 

Mr. Jonas. Do we have a full copy of section 305? You have 
quoted only parts of it. 

Mr. Hiestanp. No; I intended to bring that. I imagine the com- 
mittee staff will have that available because that is the section that 
requires amending. 

Mr. McCormack. Any further questions? 

(No response. ) 

Mr. McCormack. Thank you very much, Congressman Hiestand. 

Mr. Hiestanp. Thank you. 

Mr. McCormack. All right, Mr. Keller. 

We are very glad to hear from you. 

Mr. Kewuer. Mr. Chairman, I have with me Mr. Steve M. Brown, 
from our Accounting System Division, and Mr. John Moore, from 
our General Counsel’s Office. 

I have a short statement, Mr. Chairman, on H. R. 9593. 

Mr. Jonas. Pardon me, Mr. Chairman. 

We have not heard any proponent of the Dawson bill yet. Do 
you want him to discuss this? 

Mr. McCormack. Yes; we are discussing all the bills. 

Mr. Ke.uer. Perhaps I can clarify that, Mr. Jonas. We sug- 
gested a substitute for H. R. 7658 and H. R. 7688. H. R. 9593 
incorporates the substitute draft. 

Mr. McCormack. What is that? 

Mr. Ketuer. H. R. 9593 is a substitute for Mr. Hiestand’s bill 
and for the bill introduced by Mrs. Church. 

Mr. Jonas. You say you suggested a modification of the Hiestand 
bill and your suggestion is incorporated in the Dawson bill? 

Mr. Keiser. Yes, sir. The Dawson bill represents a joint approach 
by the Treasury Department, by the Bureau of the Budget, and by 
the General Accounting Office. 


STATEMENT OF ROBERT F. KELLER, ASSISTANT TO THE COMP- 
TROLLER GENERAL 


Mr. Keuuier. Mr. Chairman an' members of the subcommittee, 
we appreciate the opportunity to appear before you to discuss H. R. 
9593 which, if enacted, will bring about substantial accounting 
improvements in the Government and will greatly simplify and 
facilitate the payment of amounts due to creditors of the Government 
which are chargeable to lapsed appropriations. 


76457—56——3 
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The Hoover Commission, in its report on budget and accounting, 
made two recommendations in the particular area covered by H. R. 
9593. These are: 

Recommendation No. 17: 

That each department and agency be authorized to maintain a single account 
under each appropriation title or fund for controlling the amount available for the 
liquidation of valid obligations. 

Recommendation No. 18: 

That vouchers which are otherwise valid but as to which appropriations have 
lapsed should not be referred as “claims’’ to the General Accounting Office but 
should be settled within the agencies. 

H. R. 9593 will substantially carry out the objectives of recommen- 
dations Nos. 17 and 18, the only essential difference being that 
obligated balances for prior years would be consolidated in separate 
accounts, rather than brought forward to the current appropriation 
accounts of the agencies. 

Mr. Jones. May I ask a question at that point, Mr. Chairman? 

Mr. McCormack. Yes. 

Mr. Jones. Will you give us some examples of the types of claims 
that would be presented under the provisions of this act? 

Mr. Keiser. Yes, sir. They involve almost any type of payment 
made by the Government. Under the present law an appropriation 
is made for a fiscal year, say 1956. I am talking about an annual 
appropriation. That appropriation is available for obligation pur- 
poses until June 30, 1956, and is available for expenditure purposes 
based on those obligations for 2 full fiscal years thereafter, or until 
June 30, 1958. 

After that period any charge against that appropriation must come 
to the General Accounting Office and be certified for payment. It is 
then paid from the certified claims fund, which is presently established 
under the Treasury Department. 

Now, in answer to your specific question, a claim could be arrears 
of pay due a soldier, it could be a claim under a contract, which had 
been a long time in being performed with the result that final payment 
had not been made. 

Mr. McCormack. What had not been paid? 

Mr. Ketter. The final payment or the final charges had not been 
paid. 

Mr. McCormack. What amounts could be involved in such a 
payment, such claims? 

Mr. Ketuer. Well, they could run anywhere, Mr. Chairman, from 
$2 onup. Asarule the amounts are small. The total of all certified 
claims that are paid run about $150 million a year at present. 

Mr. McCormack. How many claims would that involve? 

Mr. Ketter. We estimate that those which involve no question 
of law or fact—and we have run a test in the last few months—run 
about 40 to 50,000 cases a year. The great majority are very small 
amounts. 

Mr. McCormack. Well, in practical experience without regard 
to the—of course, it could go to any amount, but practical experience, 
the departments have experience. What would be the maximum 
amount, the probable maximum? 

Mr. Keutuer. Well, I have seen them as high as half a million 
dollars, some may be more. 
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Mr. McCormack. That is very rare? 

Mr. Ketter. I think it is very rare. 

Now, here is what you run up against in the way these payments 
are processed at the present time: Let us take our half-a-million-dollar 
claim, and we get up to June 30 of the final year when the department 
can pay it without referring it to the General Accounting Office. If 
there is no question of law or fact involved 

Mr. McCormack. That is within the fiscal year? 

Mr. Keer. Yes, sir. The department can pay on June 30, 
because it is within the fiscal year and 2 years thereafter. 

Mr. McCormack. Is that 3 years? 

Mr. Ketter. In effect, 3 years. 

Mr. McCormack. Now, we are at the end of the third-year period 
that you have in mind, the fiscal year and the 2 succeeding years. 

Mr. Ketter. Right. 

Mr. McCormack. All right. 

Mr. Ketter. If we get up to June 30, the department can pay up to 
June 30. 

Mr. McCormack. In other words, for the record, an appropriation 
for the fiscal year 1957, starting July 1 next, during that fiscal year, if 
it is obligated on or before June 30, 1958, then there would be the 
2-year carryover in order to—the 2-year period in which to make tbe 
payments in accordance with any contract made without referral to 
the General Accounting Office, is that right? 

Mr. Ketuer. That is correct, sir. 

Mr. McCormack. All right. 

Now, we come to 1958-59, we come to July 1, 1960. 

Mr. Ketuer. I want to stop at June 30, first, just for a minute if 
I may. 

Mr. McCormack. All right. 

Mr. Ketier. On June 30, everything having been processed, the 
bill can be paid by the Department, assuming there are no complica- 
tions—no questions of law or fact. Twenty-four hours more and it 
has to be referred to the General Accounting Office. In other words, 
we run into the July 1 date. 

We have no hesitancy whatsoever in recommending the change 
contemplated by the bill because based on our experience, we have 
found that the great majority of these cases have no question of law 
or fact involved. We are going through a mechanical operation. 
But there is a safeguard in the provisions of H. R. 9593 to the extent 
that the procedure will be carried out under regulations prescribed 
by the Comptroller General. 

In other words, if we run into a situation where things are going 
wrong and particular types of cases are not being paid properly, then 
by regulation we can require those cases to come into the General 
Accounting Office for settlement. 

Mr. McCormack. So you are not giving up anything you do not 
want to give up? 

Mt. Ketuer. No, sir; we are not. In fact, we would like to get 
rid of those cases. 

Mr. McCormack. I wonder why one department is willing to give 
up some of the powers possessed, that is rather unusual. But in all 
frankness, you are not giving it up, you can recall it by regulation 
any time you want to. 














16 SIMPLIFY ACCOUNTING AND OTHER PURPOSES 


Mr. Keuuer. That is right. 

Mr. McCormack. All right. I see. 

Mr. Keiser. I want to mention again that based on our own 
experience, we have no hesitancy in saying there is really no compli- 
cation in the type of case we are talking eek 

Mr. McCormack. Do you have any questions at this point? 

Mr. Jonas. Did you finish? 

Mr. Jones. Yes. 

Mr. Jonas. I would like to ask a question that the chairman asked 
Mr. Hiestand: Why do you have so many claims that run beyond 2 
years in settlement before being settled? 

Mr. Keturr. Well, I think the answer breaks down two ways, Mr. 
Jonas—claims of individuals and claims of contractors. 

Let us take individuals—-a civilian employee of the Government or 
a man in the military service. We have some 2 million plus civilian 
employees, and I do not know the exact total of military personnel. 
Each one of those people has a right anytime he thinks he has been 
underpaid to file a claim. 

Mr. Jones. What is the statute of limitations for filing that claim? 

Mr. Keuusr. Ten years, sir. 

Mr. Jonas. Off the record. 

(Discussion off the record.) 

Mr. Jonrs. In other words, it would take care of the claims, say, 
the statute of limitations of 10 years, and he files it in 6 years, it 
would not be budgeted for that 3-year period that you have just 
discussed to handle that claim? 

Mr. Ketver. No, sir; not specifically, 

Mr. Jonges. That would also apply 

Mr. Ketuer. Unless an obligation was set up. 

Mr. Jonres. Now, the Bureau of Compensation claims, you have a 
5-year statute of limitations. The claim is filed on the fourth year, 
he is adjudicated to be—the claim, say, an amount of $4,000, for an 
injury of $4,000 accumulative pay, would you handle it under this 
procedure? 

Mr. Ketter. No, sir. It so happens that those claims are paid 
directly by the Bureau of Employees Compensation. They do not 
come to General Accounting Office. We do not have jurisdiction 
over them. 

Mr. Jones. Why is it then the Comptroller General has ruled on 
those claims, that they were established after the statutory period 
had expired? 

Mr. Keutuer. I was not aware that we had ruled on them. 

Mr. Jonss. I believe you have somewhere along the line, because— 
well, go ahead. 

Mr. Jonas. I can see some distinction between claims for com- 
pensation. I mean, they are not based on contracts, and when the 
final authority rules with the claimant, why obviously the claim has 
to be paid. I cannot understand why we should have many contract 
claims that would run for 2 years before settlement. 

Mr. Keuuer. For the most part, Mr. Jonas, they would be long- 
term contracts. We might enter into a contract this year which is 
chargeable against the present fiscal year appropriation. The contract 
could run 2 or 3 years before being completed. 
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Mr. Jonas. But would not the money have been obligated during 
the first year? That would take care of that kind of situation, would 
it not? 

Mr. Keuier. That is right. 

Mr. Jonas. But I mean—— 

Mr. Ke.uer. But we would still, under our present procedure—if 
we go past the June 30 date 2 years hence—have to send that claim 
to the General Accounting Office. There would be no question of 
the money not being available, but a question of processing. 

Mr. McCormack. Do rou have any statement as to the amount 
of money that would be saved through clerical hire, unnecessary 
duplication, administrative action? 

Mr. Keuuer. I can speak only for the General Accounting Office. 
I think there would be some savings in the other agencies. But we 
estimate in the General Accounting Office it would save us approxi- 
mately $600,000 per year. 

It will take about 18 months to fully implement the procedures, but 
I have no hesitancy in saying that the way it is going to turn out—— 

Mr. McCormack. Well, all of the departments have conferred on 
this bill, have they not? 

Mr. Keuuer. Yes, sir. We have had numerous conferences on the 
bill. 

Mr. McCormack. Are there any areas of difference? 

Mr. Ketier. Not that I am aware of at this point, Mr. Chairman. 

There are a number of amendments which have been offered by 
the Budget Bureau. Also, an amendment has been offered by De- 
fense. We have all agreed on the amendments. 

I would like to point out one thing further. The bill provides a 
mechanism for settling claims, but in addition it will also accomplish 
another objective. 

Our annual appropriations, as we were just discussing, are for the 
year for which made, but stay on the books for 2 fiscal years thereafter. 

What this bill provides is that within 3 months after June 30 of the 
first year, an agency will make a determination as to the amount of 
those funds that are obligated and unpaid. 

The obligated balances will be transferred and consolidated in an 
account with all prior year obligated balances. ‘The money that is 
not obligated will be written off and, in effect, will revert back to the 
Treasury. In other words, you would only carry forward in your 
accounts the obligated balances instead of, as at the present time, 
carrying the full amount of the obligated and unobligated balances. 

I can perhaps make that clearer by an example: 

An agency gets an appropriation for $1 million for a fiscal year. 
Let us say during that year they make obligations and they pay out 
a half million dollars. 

Mr. McCormack. Obligate the full amount or obligate a half 
million, which? 

Mr. Ketter. Well, let us say they obligate $750,000. By June 30, 
let us say, they have paid out under those obligations $500,000. 

Now, we get down to the point where at June 30 we would total 
up the amount of obligations that we had not paid which would be 
$250,000. That amount would be set aside to pay those obligations. 
The excess of $250,000 which had not been spent or obligated would be 
written off. 
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Mr. McCormack. Is that provided for under this bill? 

Mr. Keuuer. Yes, sir. 

Mr. McCormack. In other words to simplify—I will not say you 
have to simplify it, but a million dollars appropriated for the next 
fiscal year, for a particular item, $750,000 obligated, $500,000 paid, 
carrying out the obligation or contracts, then $250,000 would be 
held in reserve in accordance with this bill and the other $250,000 
would come back into the Treasury? 

Mr. Keiser. Yes, sir. 

Mr. McCormack. What happens now with that $250,000. 

Mr. Keuuur. The $250,000 is carried on the books for 2 more years, 
then it goes into the certified claims fund, which is a consolidation of 
all appropriation balances of that kind; and then we are supposed to 
go through once a year; we examine the certified claims fund and 
make an estimate as to how much we do not need and write the 
excess off. 

Mr. McCormack. Would that tend to have an agency, a depart- 
ment, speed up the obligations before the end of the fiscal year? 

Mr. Ketter. I do not think it would, Mr. Chairman. I do not 
see any reason why it would make any differeuce whatsoever in that 
respect. 

Mr. Jonas. I was just going to ask whether there is anything in 
this bill to stop the in obligations of funds in the month of June. 

Mr. Kewuer. I am afraid not. 

Mr. Jonas. That is a sore subject with a lot of people. 

Mr. McCormack. Well, that was the thought in my mind, sort of 
philosophical state of mind. But his answer could have brought it 
quickly iato activity. 

(Laughter. ) 

Mr. McCormack. He lulls me to sleep. 

(Laughter.) 

Mr. McCormack. Any further questions at this time? 

Do you want to read the rest of your statement? 

Mr. Ketter. It is up to you, Mr. Chairman. 

Mr. McCormack. Without objection, Mr. Keller’s statement will 
be inserted in the record. 

Mr. KELLER (continuing his statement). H. R. 9593 authorizes the 
agencies of the Government to pay undisputed bills chargeable to 
lapsed appropriations in precisely the same manner as bills payable 
from currently available appropriations. This objective will be 
accomplished by repealing existing requirements that all obligations 
chargeable to lapsed appropriations shall be certified by the General 
Accounting Office in advance of payment by permitting agencies to 
retain obligated balances of appropriations made to them; and by 
granting, under regulations to be prescribed by the Comptroller 
General, authority to the agencies to pay prior year obligations from 
the retained balances through regular disbursing channels. 

In the event H. R. 9593 is enacted, it is estimated that from 40,000 
to 50,000 cases a year which under present law are required to be pro- 
cessed by the General Accounting Office can be paid directly by the 
agencies. As a result, claims adjudicators and supporting personnel 
of the General Accounting Office now engaged in such work will be 
available for assignment to more productive work. Paperwork and 
time lags will be substantially reduced. In addition, the General 
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Accounting Office will be able to discontinue the maintenance of 
approximately 35,000 detailed ledgers of accounts pertaining to lapsed 
appropriations. 

The bill will not affect the responsibility of the General Accounting 
Office to adjudicate claims involving doubtful questions of law or 
fact. Such claims will continue to be sent to the General Accounting 
Office for settlement. 

In addition, the proposed legislation will reduce the carryover of 
unexpended balances in appropriations. At present, the entire bal- 
ance of each annual appropriation is carried in the account of the 
age ency for 2 years after the appropriation is no longer available for 

ligation purposes. 

Under the provisions of H. R. 9593, the obligated balance of an 
appropriation will be transferred to an appropriation account con- 
sisting of the obligated balances of all prior appropriations granted 
for the same general purpose. The unobligated balance will revert to 
the general fund of the Treasury. These transfers will be based on 
reports of obligated balances which all agencies are now required to 
make under the provisions of section 1311 of the Supplemental 
Appropriation Act, 1955. 

It is recognized that it is not always possible to report obligated 
balances of appropriations with precise accuracy, due to occurrences 
which may come about after the reporting date. Amounts ultimately 
required for liquidation of obligations may fluctuate. However, the 
agencies will be able to utilize the savings resulting from excess obli- 
gations to offset amounts underobligated. 

This feature, together with the authorization in section 3 of the bill, 
to use currently available appropriations when necessary to meet 
obligations against prior years’ appropriations, should afford sufficient 
latutude to the agencies to effect payments to creditors without undue 
delay. However, Department of Defense has expressed concern that 
they might not be able to take care of creditors in some cases and will 
offer an amendment authorizing adjustments to be made when 
necessary. 

This amendment has been discussed with us and we have no 
objection to the amendment being favorably considered by the 
committee. 

An additional benefit will be afforded by the bill. At present, 
liquidations of outstanding obligations against lapsed appropriations 
are budgeted and recorded as expenditures of the Treasury Depart- 
ment rather than of the agencies who received the goods and services. 

This procedure overstates the expenditures of tne Treasury and 
understates the expenditures of the agencies whicn incurred the obli- 
gations by several hundred millions of dollars each year. Under H. R. 
9593 such expenditures will be recorded and reported as expenditures 
of the individual agencies who received the goods or services 

It is understood that the Bureau of the Budget has suggested 
amendments to H. R. 9593. These amendments are for the most 
part technical. They have been discussed with us and we concur 
with the Bureau in recommending their favorable consideration. 

We fully endorse the provisions of H. R. 9593, together with the 
amendments offered by the Bureau of the Budget and the Department 
of Defense and urge favorable consideration of the legislation by the 
Congress, 
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Mr. McCormack. Mr. Jones, any further questions? 

Mr. Jonzs. No. 

Mr. McCormack. Mr. Jonas 

Mr. Jonas. I had one. I suppose you covered it on page 2. You 
estimate that this might result in a saving of $600,000 per year. Is 
that because of the lack of—the difference between the deatbe oi care 
with which you have to handle these claims on a prepayment basis 
and your postaudit of the claims? 

Mr. Ketter. That would be the case. We do not anticipate any 
substantial additional work insofar as our auditing is concerned. 
The payments can be checked pretty closely by examining the pro- 
cedures of the agencies. At present, each one of those forty to fifty 
thousand cases has to be individually jacketed, assigned to an exam- 
iner, assigned to a reviewer, and processed all the way through. 

Mr. Jonas. And you do not visualize that you would have that 
much procedure to follow? 

Mr. Ketuer. No, sir. 

I will say that our $600,000 estimate is based on the reduction in 
our claims work. 

I will agree that perhaps some additional audit work will be required. 
I have no way of estimating just how much, but I have no hesitancy 
in saying it will not come anywhere close to the $600,000. 

Mr. Jonas. You would not have to maintain an individual detailed 
ledger as you now do for each one of these claims? 

Mr. Ketter. We have some 35,000 appropriation accounts, old 
ones, we are maintaining which we would be very happy to get rid of 
and which we could get rid of under this bill. 

Mr. McCormack. Would you go over this bill, section by section, 
and just briefly explain each section and also any suggested amend- 
ments that have been agreed upon with the General Accounting Office 
and the departments interested think should be made? 

Mr. Jonas. Mr. Chairman, while he is getting ready to begin that, 
is the Church bill practically the same as the Hiestand bill? 

+ Mr. Henperson. Identical. 

F Mr. Jonas. All right. 

F Mr. Keiier. Mr. Chairman, section 1—I think maybe I had better 
proceed through the bill and then discuss the amendments. 

Mr. McCormack. Any way you would like that would expedite it. 

Mr. Ketter. Under subsection (a) of section 1 it is provided that 
each appropriation available for obligation for a definite period of time 
shall, after the expiration of its obligation availability, be disposed of 
in two ways: 

First, the obligated balance will be transferred to an appropriation 
account consisting of the obligated balances of all appropriations 
granted for the same general purpose. 

The unobligated balance will be withdrawn 

Mr. Jones. Let me ask you a question at that point. 

How can an agency anticipate its fiscal requirements on claims that 
they don’t know will arise? 

Mr. Ketuer. First, I would like to mention that the Congress, in 
enacting the Supplemental Appropriation Act, 1955, included a new 
section dealing with obligations. Section 1311 provides that each 
agency of the Federal Government shall, within 90 days, following the 
close of the fiscal year, make a report to the Bureau of the Budget, 
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to the General Accounting Office, and to the appropriation committees, 
as to obligated balances of appropriations as of June 30. 

Section 1311 lays out specific rules for determining obligations. 

I will agree with you that it will not be possible to determine with 
complete preciseness each and every obligation. I think there would 
be very little problem in most cases because you know what money 
you have obligated and what you expect to spend. Others might be 
more difficult. 

However, when we get to the point of consolidating the individual 
transactions, we believe that you are going to have an excess obliga- 
tion under one item and an underobligation under another, with the 
result that the two will balance themselves off. But in the event 
they do not, provision is made in the bill that the Agency can use their 
current appropriation to make up any difference, or under an amend- 
ment which has been suggested by the Department of Defense and 
agreed to by the General Accounting Office and the Bureau of the Bud- 
get—if an agency gets into a situation where they have made a serious 
underestimate of obligations, it could draw back some of the money 
that had been previously written off, enough to take care of their 
obligations. I don’t think we will have any real problem with it. 

Mr. Jonzes. That is all. 

Mr. Jonas. Mr. Chairman. 

Mr. McCormack. Yes. 

Mr. Jonas. You are saying under the first method suggested here 
that the obligated balances within an agency shall all be consolidated 
and transferred to what you would call—— 

Mr. Keuuer. They will be consolidated with other obligated 
balances and under appropriations for the same general purpose. I 
think perhaps a good example is: “Salaries and Expenses, General 
Accounting Office.’”’ If this bill is enacted, as of September 30 of 
this year we will consolidate our obligated balances for the fiscal 
years 1954, 1955, and 1956 into one account. That money can only 
be used for payment of obligations actually incurred during those 
3 fiscal years. 

In other words, you cannot shift the balances over to something else. 

Mr. Jonas. You would make the same consolidation with respect 
to purchases—well, not purchases but any other main—— 

Mr. Ketter. We would follow the general appropriation structure 
of the agency. 

Mr. Jonas. And have a consolidation within each heading. 

Mr. Ketumr. Yes, sir. But you would cut your old accounts 
down from two to one. 

Mr. Jonas. It wouldn’t simplify it still further to consolidate under 
one heading? 

Mr. Keuuer. That is the one point where we differ slightly from 
the Hoover Commission recommendation. The Hoover Commission 
recommendation seems to contemplate, the way we read it, that you 
would take your obligated balances for 1 year and carry them forward 
into the current appropriation. Now, we have a reservation on that 
because it could put an agency in the position of carrying forward 
an obligated balance into the new fiscal year, then deobligate, if 
something came up, such as a cancellation of a contract. Then the 
amount deobligated possibly could be used by the agency during the 
current year. This in effect would supplement or increase the appro- 
priation made by Congress for that agency for the current year. 
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Mr. McCormack. All right, Mr. Keller. 

Mr. Ketter. I have covered subsection 1 (a). 

Subsection (b) contemplates that annual appropriations for 1956 
and subsequent years will be disposed of not later than September 30 
of each year, in the manner outlined in subsection (a). 

Mr. McCormack. Is there any amendment to (a) (1)? 

Mr. KeEuuer. Yes, sir. 

Mr. McCormack. What is that amendment? 

Mr. Ke.ier. Do you want me to discuss the amendments at this 
time? 

Mr. McCormack. Yes. I think you ought to. 

Mr. Keune. The first amendment is on page 1, line 3. The 
words, “except as otherwise provided by law’’, should be deleted. 

Mr. McCormack. Why? 

Mr. Ke.uer. As a substitute for that, Mr. Chairman, we suggest 
a new section (f) under section 7 on page 7, reading as follows: 

Any provisions, (except those contained in appropriation acts for the fiscal 
years 1956 and 1957) permitting an appropriation to remain available for expendi- 
ture for any period beyond that for which it is available for obligation, but this 
section shall not be effective June 30, 1957. 

The idea is, Mr. Chairman, that in a few cases there is written into 
permanent law provisions making appropriations available for 
expenditure for periods in excess of 1 year. The amendment would 
repeal those laws but it would not be applicable until June 30, 1957 
After that longer periods of expenditure availablility would have to 
be provided in appropriation acts. 

The agencies and the Budget Bureau will have ample opportunity 
to consider individual cases because, as I stated, the section is not 
effective until June 30, 1957. 

Mr. McCormack. That is to give you sort of a 2-year breathing 
spell, too, to get it into operation? 

Mr. Ketter. Yes, sir. It isreally 1 year. Exceptions would have 
to be considered next year. 

Mr. McCormack. A 1-year breathing spell? 

Mr. Keuuer. Yes. 

Mr. McCormack. You said something about 18 months awhile 
ago. 

Mr. Ketuer. We think it will be 18 months before the claims situ- 
ation is worked down to where the agencies are handling most of them, 
and we can get out of the business. 

Mr. McCormack. All right. 

Mr. Keuuer. Line 8, change the word “activity” to “agency or 
subdivision thereof”. 

Mr. Chairman, the word ‘‘activity’”’ has many meanings, and some 
concern was expressed that you might get down to the particular 
forest station out in a national park. It is intended that the consoli- 
dated appropriation accounts are to be set up at the level of an agency 
or a major subdivision of an agency. 

Mr. Jonas. You don’t say major subdivision? You just say agency 
or subdivision. Wouldn’t that get down pretty low? 

Mr. Ketuer. We didn’t believe so, sir, and we have done a lot of 
talking about this. In fact, I was amazed at how much talking we 
had to do before arriving at some agreement. 

Mr. McCormack. Would an agency include a subdivision? 
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Mr. Ketter. I think it does, 

Mr, McCormack. Coming back to GAO, you wou'd have control 
by regulation, wouldn’t that 

Mr. Keuuer. I don’t think there would be any problem in working 
it out. JI think we would have to approach it jointly with the agencies 
and with the Bureau of the Budget. 

Mr. McCormack. If you have had a lot of discussions about it, I 
wouldn’t raise some questions. But it seems the greater always 
includes the lesser. I was taught that. 

Mr. Kewturr. I would like to add this: That we are finally in 
agreement, on those particular words. [Laughter.] 

Mr. McCormack. All right. 

Let me ask you: Where did the difficulty in agreement come from? 

Mr. Keuuer. I think, Mr. Chairman, that we all have our ideas. 

Mr. McCormack. What position did GAO take? What was the 
position of the GAO on that? 

Mr. Keuter. | think we started out with “agency.” 

Mr. McCormack. Who was it that wanted the subdivision? 

Mr. Keer. | think we had it down to an organizational unit at 
one point. I do not recall who suggested ‘‘subdivision.”’ 

Mr. McCormack. All right. I won’t comment. It seems. when 
you say a subdivision, that ought to give them a certain degree of 
autonomy. It might separate them from the head of the agency. 

Mr. Ketter. I don’t believe so, Mr. Chairman. Mr. Brown, who 
worked on this bill, gives as an example the Treasury Department. 
We would consider the Bureau of Internal Revenue and the Bureau 
of Public Debt as subdivisions of the agency. 

On page 2, line 6—— 

Mr. McCormack. Let me ask you, now, with the members here, 
if the bill is acted upon, is there any objection to that amendment? 

Mr. Jonas. I think it improves the bill to cut out activity. I 
don’t know about agency or subdivision. 

Mr. McCormack. If they want it, why, all right. 

Mr. Jonas. It suits me. 

Mr. McCormack. In the old days a hundred years ago that might 
be the subject of a week’s discussion in the House on the constitutional 
aspects. 

{Laughter.] 

Mr. KELLER. The next amendment is on page 2, line 6, change the 
period to a colon, and add the following—this amendment was sug- 
gested by the Department of Defense. 

Mr. McCormack. Do you have a copy of it? 

Mr. Ketter. I understand it has been furnished to the committee. 

Mr. Jonas. That would be on page 2 of the Defense Department 
letter. 

Mr. Keuuer. Page 2, line 6, you change the period to a colon and 
add the following: 


Provided, That, when it is determined necessary by the head of the agency 
concerned, that a portion of the remaining balance withdrawn is required to liqui- 
date obligations and effect adjustments, such portion of the remaining balance 
may be restored to the appropriate accounts established pursuant to this Act; 
provided further, that the head of the agency concerned shall make such report 
with respect to each such restoration as the Director of the Budget may require. 
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The Department of Defense raised considerable question on the 
point covered by this amendment. They are still doing some major 
poorer aan from annual appropriations, for the most part in the 
Navy. They feel they could possibly run into situations where an 
occurrence under a contract came about after June 30, such as a price 
escalation or price redetermination, and they might be put in the 
position of not being able to pay the contractor. 

Mr. Jones. Why wouldn’t that apply to the Department of the 
Army and any other armed service activity? 

Mr. Keer. I think it could apply, and the amendment is so 
worded to take care of any agency. But, the major procurement 
in the other military departments, is from no-year appropriations, 
which this bill does not affect. 

Mr. Jones. It doesn’t do what? 

Mr. Ketuer. This bill does not affect no-year appropriations. In 
other words, major procurement items such as for construction, re- 
search and development, are for the most part financed from no year 
appropriations. 

Mr. Jones. Then you wouldn’t need your amendment, would you? 

Mr. Ketier. Well, Defense feels that they do need it. I personally 
think it will be used very rarely if at all. ; 

Mr. McCormack. Wouldn’t it tend to vitiate the very purpose of 
the act? 

Mr. Kewuer. Not if it is used properly. 

Mr. Jongs. It seems it would. 

Mr. McCormack. Now, I know—it just seems to me as though 
that amendment there has some vitiating effects upon the rest of the 
bill, upon the purpose of the bill. 

Mr. Jones. You are relieving them of doing the same thing you 
are trying to accomplish in the bill, it seems. 

Mr. Keuuer. There would have to be a showing that they actually 
need it, to restore balances to take care of obligations. 

Mr. Jones. It seems, Mr. Chairman, you are trying to seek an 
objective in your bill and then you give an exemption from the 
objective? 

Mr. McCormack. What is the position of the GAO on it? 

Mr. Ke.ier. Our position is this, Mr. Chairman: As a practical 
matter, I think that the over-obligations and the under-obligations 
are going to so balance off and that this provision will rarely be used. 

I am also in this position—I cannot prove it. 

Mr. McCormack. But suppose the Defense got it in, that wouldn’t 
hurt my Donable Property Act, would it? 

Mr. Lanman. No, sir. 

Mr. McCormack. Well, we have had experience on stretched inter- 
pretation, also on SAGE 

[Laughter. ] 

Mr. Keiser. Well, Defense has a fear on this and I think perhaps 
Mr. Lanman, when he testifies, could express their position better 
than I can. They are afraid they might get caught short somewhere 
along the line. 

Mr. McCormack. I notice they say here with respect to such 
restoration as the Director of the Budget may require. 

Mr. KELLER. Yes, sir. 

Mr. McCormack. Do you think, with all due respect to the Bureau 
of the Budget, doesn’t that give the Bureau of the Budget to extend 
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over into the Defense Department, have a powerful voice in the opera- 
tion of this bill as far as the Defense is concerned? 

Mr. Keer. It gives them, of course, the right to ask for a report 
on any of these restorations, but I think the Bureau of the Budget 
is supposed to maintain a certain amount of control over the expendi- 
tures of all the departments. 

Mr. Jones. Do you want to qualify that word ‘“‘certain’’? 

Mr. McCormack. This is a financial matter involving money. I 
agree with my friend, Mr. Jones, and qualifying the word “certain,” 
but with that out, why, I see the logic. 

Mr. Brown. May I interrupt long enough to request that I be 
excused because of the fact I have another meeting which I left to 
come here? I came here specifically to give Mr. Jonas my proxy. 

Mr. McCormack. I was going to ask you to do that, give it to Mr. 
Jonas or to me. 

Mr. Brown. All right. My proxy is on the bill and the amend- 
ments thereto, because we have an interest in this bill. If there is 
any question, I will let you vote on the proxy too. [Laughter.] 

Mr. McCormack. Thank you, Mr. Brown. 

Well, now, on this amendment, any further questions? 

Mr. Jonas. This is not a question, Mr. Chairman, but I must 
confess I have the same feeling that you expressed about it when I 
first read it, it seemed to me that it pretty well does away with what 
we are trying to do here in 2 (a). I would be glad to hear the Defense 
Department witness when he is called, on that point. 

Mr. McCormack. This isn’t a fancy affair. Come in. We like 
to connect up these things as we go along. 

Mr. Lanman. What I have to say is 

Mr. McCormack. What is your full name? 

Mr. Lanman. M. H. Lanman, Jr. 

Mr. McCormack. Mr. Keller, are you willing to yield? 

Mr. Keiser. Yes, sir. 

Mr. McCormack. So we will have the record clear. You are not 
losing the floor. 

What is your full name? 

Mr. Lanman. Maurice H. Lanman, Jr., Assistant General Counsel, 
Department of Defense, fiscal matters. 

irst, Mr. McNeil asked me to apologize for his absence. 
Mr. McCormack. You don’t have to, we understand. 


STATEMENT OF MAURICE H. LANMAN, JR., ASSISTANT GENERAL 
COUNSEL, DEPARTMENT OF DEFENSE, FISCAL MATTERS 


Mr. Lanman. In order to put in perspective our position with re- 
spect to this particular amendment, we would like to point out that 
the enactment of section 1311 of the Supplemental Appropriation 
Act, 1955, which Mr. Keller referred to earlier, was for the first time a 
statutory definition of obligations which we believe was long overdue, 
and was necessary to correct erroneous as well as unsound practices 
with respect to recording and reporting obligations that had been 
going on in the executive branch for decades. 

The Department of Defense considers that this section was a land- 
mark in progress toward the uniform basis for accounting and for 
reporting for appropriated funds. 
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I am sure you understand that corrective measures of this scope, 
when applied to the complexities of our operation, accounting and 
sports on the obligations and expenditures in excess of $30 billion, 
takes time. 

We have been working diligently since the enactment of the statute 
and believe that within the next year or two the educative process 
and our job in this area will be completed. 

Our problems in carrying out the provisions proposed in H. R. 9593, 
that is, if enacted without this amendment, would arise from the 
fact that there are very large adjustments of unliquidated obligations 
in the Department of Defense, after the end of the fiscal year. For 
instance, adjustments that arise from the maturing of contingent 
liabilities, arising out of all types of contracts, including variation in 
quantity clauses, price redetermination, and escalation clauses, as 
well as in the incentive and cost-reimbursement-type contracts. 

In addition there are other significant factors that require adjust- 
ments in our obligations which are often based on the best estimates 
available, in accordance with regulations issued under section 1311 
approved by the General Accounting Office. 

Now, we generally resolve most of these problems by the utilization 
of what is called the no-year appropriation in the Department of 
Defense, that is, an appropriation without fiscal year limitation. But 
to the extent that the problems exist in annual appropriations, to 
which this bill is largely applicable, we recommend that serious 
consideration be given to clarifying the provisions of the bill with 
this amendment so as.to obviate the limitation on the amount to be 
carried over and the manner in which adjustments are to be effected 
in the Department of Defense appropriations after the close of the 
fiscal year. 

Mr. McCormack. Any questions, Mr. Jones? 

Mr. Jones. How much time would it require the Department 
of Defense to obtain appropriated funds to make—to liquidate these 
contingent liabilities? 

Mr. Lanman. In the first place, we would have procured an 
appropriation estimated to be adequate to cover it. If we submit 
a second request for funds, we would have to go through the budget 
cycle a second time. Actually, the money has already been appropri- 
ated, and is in the Department for the purposes of liquidating these 
obligations which were entered into during the fiscal year. We 
would feel that even from a congressional standpoint, an additional 
budget estimate and budget cycle to cover programs which had 
already been justified and financed, would be of little value. 

Mr. Jonus. The largest money items will be from the Department 
of Defense; would they not? 

Mr. Lanman. Yes, sir. 

Mr. Jones. So those large items would necessarily, don’t you 
think, or would feel that congressional examination of those should 
be made? 

Mr. Lanman. If it is recalled that what we are doing is liquidating 
obligations incurred for programs already justified to the Congress 

Mr. Jonus. I understand that. 

Mr. Lanman. We do not believe, and I am sure the other agencies, 
including the General Accounting Office, agree that there is no 
suggestion of relaxation of congressional control here. 








| 















SIMPLIFY ACCOUNTING AND OTHER PURPOSES 27 


Mr. Jongs. Have you experienced any difficulty in getting addi- 
tional appropriation items for those types of accounts that you 
just discussed? 

Mr. Lanman. Under normal circumstances we do not come back 
to the Congress for additional appropriations for items such as this 
unless the account is actually in a deficiency status. With the en- 
actment of this bill, that is exactly our fear. If all that has been 
transferred into the account for liquidation of the obligations is that 
amount capable of having been certified on the 30th of June, then we 
would be in a deficiency status. It is anticipated, that we would be 
required from time to time to make contractors wait for their money, 
to make the soldier and civilian await the congressional action on an 
appropriation which had already once been made for the purpose. 

Mr. McCormack. This was really an escape clause from the purpose 
of the original bill, designed, as you say it has been, to be approved 
by the Bureau of the Budget. The result is to enable some flexibility, 
is that right, without the necessity of reappropriation? 

Mr. Lanman. That is correct, sir. 

Mr. McCormack. Is that a substantially correct statement? 

Mr. Lanman. Could I clarify that just one moment, sir? 

Mr. McCormack. Beg pardon, 

Mr. Lanman. The amendment as submitted does not require prior 
approval of the Bureau of the Budget. It does require that we report 
to them. 

Mr. McCormack. Yes, report. 

Mr. Lanman. That is right. 

Mr. Jongs. That is subsequent approval. 

Mr. Lanman. Well, it is assumed, sir, that if we were abusing 
the action, they could direct us to 

Mr. Jonas. That is not exactly correct. As I read this last proviso, 
it says, “As the Director of the Bureau of the Budget may require.” 
He might require prior justification, might he not? 

Mr. Lanman. Well, sir, I don’t believe the language was intended 
to convey that thought. It says—‘‘The agency shall make such re- 
om with respect to each such restoration as the Director of the 

ureau of the Budget may require.’ 

Mr. Jones. It says it shall if the Bureau of the Budget requires it; 
the Bureau of the Budget may require. 

Mr. Lanman. That 1s correct. 

Mr. Jonss. Then you shall report if he requires it. 

Mr. Lanman. That is right. 

Mr. McCormack. Under this, couldn’t the Budget Bureau require 
you to report before the payment is made, for approval? 

Mr. Lanman. The language, itself, of course, is broad enough to 
permit them to require us to report in advance. But I am sure that 
is not what was intended by the amendment, nor does the Budget nor 
the General Accounting Office understand it that way. 

Mr. McCormack. Of course, I think the language is pretty plain. 
Where the language is ambiguous, that is one thing. 

Mr. Jonas. I think you are correct on this, Mr. Chairman, because 
you see they throw in these words: ‘‘each such restoration”. That 
would imply that it has already been restored. 

Mr. Jones. That is right. It is just a subsequent report. 











a8 SIMPLIFY ACCOUNTING AND OTHER PURPOSES 


Mr. Keutzr. I don’t think there is any doubt, Mr. Chairman. In 
my discussions with the Budget Bureau, they did not contemplate 
advance approval. 

Mr. McCormack. They did not contemplate what? 

Mr. Ketirer. Advance approval. 

Mr. McCormack. Well, you gentlemen know what the negotia- 
tions were, the talks; so, any further questions on this particular 
amendment? 

Mr. LanmMan. May I make an additional statement? 

Mr. McCormack. Certainly. 

Mr. Lanman. We agree with all the other technical amendments 
to the bill which have been submitted by the Bureau of the Budget 
which Mr. Keller is discussing. We did not say so in our letter, but 
that is our position. 

Mr. McCormack. Any further questions? 

Mr. Jonas. One other, please, sir. 

What volume of accounts do you think would be involved that you 
couldn’t take care of with the no-year appropriation language? 

Mr. LanmMan. Well, sir, that is a difficult question because we 
don’t know. As I say, the enactment of 1311 has, shall we say, put 
religion into the Department of Defense and many of the other agen- 
cies with respect to the recording and reporting of obligations, and we 
are busily engaged in seeing to it that those rules are rigidly adhered 
to. However, that is taking time, and to the extent that we are 
unable to apply those rules rigidly, we do need room to adjust. 

Now, with respect to the long lead-time items, which we referred to 
here, which are purchased under varying forms of contract, we find 
that some appropriations are budgeted for the purposes of buying 
some long lead-time items. I am not able to give you any dollar 
estimate or any indication as to the volume of this. We can point 
out that some definition of the words “long lead time” might be of 
interest here, and that is that an electronic spare part, for instance, 
might not be considered what is called a major item or a major long 
lead-time item, taking 2 or 3 years, but it might take as much as 15 
to 18 or 20 months to make. 

Mr. Jonas. But wouldn’t it be covered with the no-year limitation? 

Mr. Lanman. No, sir; not all of them, sir. It is a question of the 
budget structure, which we are also working on, to get it rearranged to 
the “point where the no-year appropriation will largely resolve our 
fiscal year limitation problems. But we have not got that completed, 
sir. 

Mr. Jonas. Well, if the no-year appropriation language did cover 
all of your lead- time procurement, and we were dealing only with 
procurement outside of that field, there would be no more reason for 
this—for you to need this amendment in the Defense Department 
than in any other department of the Government, would there? 

Mr. Lanman. That is correct, sir. 

Mr. Jonas. I mean, if the other departments can live under it, the 
Defense Department perhaps should. 

Mr. Lanman. Well, to the extent that they had items that were 15 
to 18 months delayed in delivery after ordering, had price escalation 
or cost-reimbursement type provisions in them, they would have the 
same problem we did, irrespective of whether it was a major item 
taking 3 to 4 years. 
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Mr. McCormack. Suppose this amendment was not agreed to by 
the committee, what would be the position of the Department of 
Defense on the bill? 

If you are not in a position, just simply tell me that you are not in 
a position, and I will respect your view now. If that is—I never 
intentionally submit sny witness to—I would submit the head of an 
agency, but I have a profound respect for your position. 

Mr. Lanman. Thank you, sir. 

Mr. McCormack. I don’t want you to answer a question that later 
might result in some embarrassment. 

r. LANMAN. Our basic position on this proposal was that we are 
completely in accord with the suggestion that the certified claims be 
handled within the agencies, and we think that the other aspect of 
the bill is a very large step in the direction of Hoover Commission 
recommendation No. 17, with which we are in hearty accord. We 
felt that we wanted to cooperate, and we wanted to be able to join 
with the other agencies in making this proposal work. And we feel 
that we would find it to some extent unworkable unless the amend- 
ment were adopted. 

Mr. McCormack. Now, on the question of determination, it says 
that when it is determined necessary by the head of the agency con- 
cerned, that a portion of the remaining balance withdrawn is required 
to liquidate obligations and effect adjustments. When can that de- 
termination be made? It must necessarily be after the fiscal year. 

Mr. LanMAN. That is correct, sir. 

Mr. McCormack. And goes into the 2-year period, is that right? 

Mr. LanmMan. That is right. 

Mr. McCormack. Mr. Keller told us that the unobligated amounts 
come back into the Treasury. 

Mr. Ketuer. That is right. 

Mr. McCormack. This enables a grip to be held on the unobligated 
amounts, projecting into the 2-year period. 

Mr. Lanman. That is right, sir. 

Now, I wouldn’t want to get too complicated, sir, but perhaps I 
could put an example on the table. 

We have an A1my—let’s say an Army finance officer who pays the 
bills. He has files on all the contracts, and when the 30th of June 
comes around he knows and the contracting officer knows that they 
can’t obligate any more of the money. But the contractor is still 
driving up with the truck delivery, and will continue to do so as long 
as there remains any undelivered portion of the contract, and the 
finance officer has got to pay the bill, and he has to pay the bill as 
stated by the contract. 

Now, that contract may be recorded as an obligation for $1 million, 
the money being available to the contracting officer in that amount, 
and he has got it on his books, and he continues to administer it. This 
is of no particular concern to the echelons above him, of the Depart- 
ment; business is going on as usual; the contractor is getting paid. 
If, however, that contract had a price- -escalation clause in it , protecting 
the contractor so that he could get paid for increased labor costs, and 
so forth, then the obligation under the contract may increase sometime 
after the 30th of June to cover that provision. The finance officer 
will need the money to pay the contract. 

Now, there may be other money within that appropriation over all 
defense establishments, but with contracting officers needing it to 








30 SIMPLIFY ACCOUNTING AND OTHER PURPOSES 


meet bills with. So that if it is a substantial sum of money and not 
readily available by withdrawal from other finance officers, then we 
would ask for a restoration of some of this balance. 

Mr. McCormack. You wouldn’t ask for restoration, you would 
make a restoration according to what you said? 

Mr. Lanman. That is right. 

Mr. McCormack. Then you would notify the Bureau of the Budget 
afterwards. 

Mr. LanMAN. Yes. 

Mr. McCormack. In other words, there is nothing they could do. 
It is just simply a report. 

Mr. Lanman. That is correct. 

Mr. McCormack. What about notifying the Director of the Budget 
before you make the restoration? 

Mr. Lanman. Well, if that would serve a purpose of the Bureau of 
the Budget—I don’t believe we would have any objection, although 
they indicated that under such an arrangement as this, it would serve 
no useful purpose for them to examine or attempt to approve on a 
case-by-case basis, since it is largely a question of administration of 
funds within the Department of Defense. 

I would like to point out, too, if I may, that at the end of the fiscal 
ear within which this occurs, the bill provides that anything that is 
eft over goes back into the Treasury again. So that we don’t gain 

anything, and all we want is to cover the possibility that we don’t 
have the money in the till to pay a bill or to adjust an obligation 
upward. 

Mr. McCormack. You just said it goes back into the Treasury, 
but then a little while ago you said that this amendment will enable, 
within the 2-year period, a restoration. So it doesn’t go back into 
the Treasury immediately. 

Mr. LAnMAN. It would have reverted to the Treasury, sir, and we 
would have to go—— 

Mr. Jonas. He means it doesn’t restore it, because they spend it. 

Mr. McCormack. I know. But restoration could be within the 
2-year period after the end of the fiscal year. 

Mr. Lanman. The restoration might take place at any time that 
the situation which I just described arose. 

Mr. McCormack. They wouldn’t need it during the fiscal vear, 
the restoration, would you? 

Mr. Lanman. Not during the fiscal year of obligations, that 
is right. 

Mr. McCormack. Yes. 

Mr. Lanman. There is one thing that we have to tie to—the fact 
that this appropriation was initially made by the Congress for the 
purpose for which we are spending it. 

Mr. McCormack. Yes. But this bill here doesn’t concern any 
money appropriated and obligated in the fiscal year. 

Mr. Lanman. No, sir. 

Mr. McCormack. It concerns the money appropriated for, say, a 
specific purpose and unobligated. 

Mr. Lanman. That is correct, sir. 

Mr. McCormack. And this amendment here will enable the agency 
to still have control over unobligated appropriated money. 
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Mr. Lanman. Only for the purpose of meeting obligations which 
were properly adjusted upward after the close of the fiscal year, that 
is the only reason. 

Mr. McCormack. Well, all right. I get it. 

In other words, this is a staggering step forward, in my opinion. 

[Laughter.]} 

Mr. Lanman. Mr. Chairman, as I say, we now have an executive 
branch position, so we will refrain from further comment. 

Mr. Jonas. Couldn’t the language be changed to tie more closely 
to the situations you have described? I mean where obligations have 
already been made, when it is determined that they were not sufficient 
due to contingencies that come up later to liquidate the account? 
Now, I can see where they might not—we probably shouldn’t expect 
them to have to go back through the entire budget process and back 
through Congress for more money. But I don’t know that this 
amendment restricts it to that sort of situation. 

Mr. Lanman. We believe it does, sir. 

Mr. Jonas. How do you? 

Mr. LanmMan. When a portion of the remaining balance is withdrawn 
required to liquidate obligations and effect adjustments. 

Mr. Jonas. Liquidate obligations made during the fiscal year? 

Mr. Lanman. It would not have been an obligation within the 
definition of 1311 unless it had been, sir. 

Mr. Jonas. You don’t think the further descriptive language is 
necessary, then? 

Mr. LanmaNn. We are attempting, sir, to so enhance the value of 
1311 that we would like that word “obligation” to mean only what 
1311 says it means. 

Mr. Henperson. Mr. Lanman, would this provision enable the 
Department of Defense to do anything that it can’t do already under 
existing law? 

Mr. Lanman. Under existing law we have complete control of the 
account until the expiration of the 2-year period now provided in the 
Certified Claims Act, and can do anything necessary to liquidate an 
obligation which was valid or turned out to be valid as of the close of 
the fiscal year in which the appropriation was available for obligation. 
We can do this now. 

Mr. Henperson. In other words, you can restore, make a restora- 
tion of this kind after the 2-year period has lapsed? 

Mr. Lanman. No. The money is completely under our control 
until the end of the 2-year period. After that date then we must 
submit to the General Accounting Office, under the pro forma claims 
settlements, procedures mentioned earlier today. Now, I would like 
to point out that one time—I believe it was in our Appropriation Act 
of 1955, when there were substantial amounts of outstanding unpaid 
obligations from annual appropriations of all of the services—some of 
the balances were remaining in old annual accounts which were used 
before Congress gave us the authority for no-year money in most of 
the long-lead time items. Congress authorized us to settle these 
amounts without regard to the certified claims procedures. One of 
the principal reasons for this was to permit the contractors to be paid 
in a timely fashion and to relieve the General Accounting Office of the 
burden of selling substantial amounts of claims. 

Mr. Henperson. Thank you. 
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Mr. Jonas. Why do you add “and effect adjustments” if it is re- 
quired only to liquidate obligations? Isn’t that surplusage? 

Mr. LanMaN. Sir, without getting too complicated with operations, 
in the military pay accounts, just for an instance, we must operate 
those on what are called open allotments. This is all authorized and 
provided for both under law and regulation, it is understood clearly. 
It may be that a finance officer paid the troops.. He must pay them. 
And it suddenly turned out that he didn’t actually have enough money 
in the allotment to do it. Now, they have been paid. The expendi- 
ture has been made. But we would ask for the restoration for the 
purposes of adjusting the accounts, and we should in such a case as 
this. 

Mr. McCormack. Is there any general objection, in a sort of 
informal way, to the adoption of this amendment? 

Mr. Jones. I would be opposed to it, Me. Chairman, on the grounds 
if the provisions of this amendment prevail I see no reason for the bill. 
It gives them all the rights to utilize the unliquidated funds, and so— 
the testimony as given by Mr. Keller—I see we accomplish very 
little by this type of legislation. 

Mr. Lanuam. May I make one more comment? 

Mr. McCormack. Yes, sir. 

Mr. Lannam. We would not have any more money available to us 
than we do now. 

Mr. Jones. That is not the question. The question is the use of 
the money. In the amendment it is the use of the money for the 
additional time period which you already do not have. You say the 
unobligated balances could be used during the 2-year fiscal period 
after the appropriation year. 

Mr. Lannam. Only for the purpose of doing what is now being done, 
that is liquidating obligations incurred only during the fiscal year for 
which the money was available for obligation, only for that purpose, 
and to settle the claims, sir, which might arise and about which we do 
not know. 

Mr. Jones. That is right. That is the whole point. 

Mr. Lanuam. But under no circumstances would there be any 
more money available to the agency. It is simply that the certified 
claims procedure which is now in effect and which the General Account- 
ing Office and the Bureau of the Budget and all of us indicate is no 
more than a pro forma examination of these claims, is all that is 
intended to be dispensed with here. 

Mr. Jones. Eliminated. As far as the Department of Defense is 
concerned you would eliminate the scrutiny that is made now by the 
General Accounting Office on those types of claims? 

Mr. Lanman. I think their witnesses testified, sir, that there is 
largely a pro forma scrutiny on their part and results in a little more 
than a duplication. 

Mr. Jones. If that is all it is, we can have a very simple amendment 
to exempt all agencies from that pro forma type of operation. 

Mr. Jonas. Mr. Chairman, if you are through, Bob—— 

Mr. Jones. Yes. 

Mr. Jonas. I do not go quite as far as Mr. Jones. I do not believe 
this amendment completely destroys the effect of the bill. I think 
it weakens it considerably but, even with the amendment in it, I think 
there is a lot to be said for the bill. While I would rather have not 
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seen the amendment in there, I think this explanation somewhat 
satisfies me that they might need the amendment. 

Mr. McCormack. Mr. Keller, do you place the General Accounting 
Office in favor of this amendment? 

Mr. Keiser. Our opinion is that we think that there are going to 
be cases where obligations have not been estimated. In other words 
you may have understated the obligation. But at the same time you 
are going to have other cases iavolved in the same appropriation where 
you have overstated the obligation. The result, I think, will be that 
the two will come pretty close to balancing. 

Mr. Jones. Let me ask you a question. You are talking about all 
the agencies involved; are you not? 

Mr. Keuuer. The accounts break down by individual agencies 
and by appropriations. We might take “Pay of the Army,” for 
example. ou are going to have overobligations in that account and 
you are going to have underobligations. I think there is a good chance 
it will balance itself off. But until you get into actual operation you 
cannot prove it will balance itself off. 

Mr. McCormack. Do you favor the amendment or not? 

Mr. Keiser. I favor it on this basis: I do not think it will be used, 
but if by chance it has to be used—— 

Mr. McCormack. Suppose it is used? 

Mr. Jonas. Off the record. 

(Discussion off the record.) 

Mr. Kew.ursr. We have approved the amendment, Mr. Chairman. 

Mr. LanmMAN. May I make one more observation? 

Mr. McCormack. Surely. 

Mr. Lanman. I think we would fairly say that ultimately the 
account would balance. We think this is possible. But we do not 
know, and neither does the General Accounting Office, nor does the 
Bureau of the Budget, and the Defense Department has the addi- 
tional problem of administering the account and paying the bills 
without interruption. 

Mr. McCormack. Of course, you people want to get rid of going 
to the—before the act—to the General Accounting Office on these 
claims. 

Mr. LANMAN. Mr. Chairman, as far as we are concerned, we are 
doing all the work now anyway. 

Mr. Ketuer. Not all of it. [Laughter.] 

Mr. Lanman. Well, everything except the pro forma settlement. 
We develop the claim, we state the amount due, we provide all the 
papers, we submit it to the GAO and they put a certificate on the top 
of it; they send it back to us and our disbursing officer pays it. 

Now, as far as we are concerned, we think it is good for the Govern- 
ment to save money by disposing of unnecessary activity, and we think 
that is a good recommendation. However, we have no particular 
desire or urgent wish to take over the business. 

Mr. Henperson. Mr. Lanman, suppose this provision was not in- 
cluded in the bill and a situation arose that you fear, what would be 
your remedy in that case? 

Mr. Lanman. The first thing we would have to do, sir, is make a 
worldwide examination of everybody’s allotment—that is, anybody 
who was holding any of the money in that account from that appro- 
priation—to see whether or not there was enough in there to pay the 
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If there was not enough money left in the appropriation account 
to pay the bill, we would come to the Congress for a deficiency appro- 
priation. In the meantime, the contractor would be waiting. 

Mr. Jonus. What do you do now? 

Mr. Lanman. What do we do now? 

Mr. Jongs. Yes. 

Mr. Lanman. For 2 years after the appropriation expires for obli- 
gations, we have full control of the money with respect to liquidating 
valid obligations that existed on the 30th of June and settling claims 
that arose. 

Mr. Jones. You make this worldwide tour then to determine it; 
do you? 

Mr. Lanman. As far as we are concerned, sir, the original allot- 
ment which the finance officer had is adequate for the program, should 
be adequate for the program that he has. But to the extent that 
there are unforeseeable contingencies 

Mr. Jones. Without the amendment proposed here, would you not 
have greater latitude than you have at the present time? 

Mr. LanMAN. Without the amendment? 

Mr. Jones. Yes, sir. 

Mr. Lanman. No, sir. 

Mr. Jonas. Is this not true: We are taking 2 years away from you 
in the bill, unless the amendment is on; are we not? 

Mr. Lanman. You mean without this legislation at all we have 
more flexibility now? If that is what you meant, the answer is ‘“‘Yes.”’ 

Mr. Jonss. All right; how do you have greater flexibility? 

Mr. LanmMan. For 2 years the money is under the control of the 
department concerned for the liquidation of obligations validly in- 
curred prior to the expiration of the fiscal year. 

Mr. Jongs. The bill as written at the present time—would you 
not have the same latitude? 

Mr. LanmANn. No, sir. The bill as written would take the unobli- 
gated balance as of the end of the first year and put it back in the 
Treasury and we would not have a dime, except that we had obligated. 

Mr. Jones. Mr. Chairman, that is a little bit different than I 
understood the situation. 

Mr. Jonas. That is the way I understand it. Is that the way you 
understand it? 

Mr. Kewuer. Yes. 

Mr. McCormack. Suppose you put in there— 

Provided further, That prior thereto the head of the agency concerned shall make 
a report with respect to each such restoration as the Director of the Budget may 
require. 

Mr. Lanman. I believe we would have no objection to that. 

Mr. McCormack. Does that meet your objection? I think that 
would strengthen the amendment and weobably meet your—I can 
see where you have to have some flexibility. I can see that. And 
_— questions I asked were for the purpose of developing facts, not 
indicating any state of mind on my part. 

Mr. Lanman. Right. 

Mr. McCormack. But just to develop facts. But I can also see 
going up the hill and down the hill again; that is what it is like. I 
can see where there would be a situation arise and you get into more 
or less of a straitjacket, but there would be no difficulty in taking 
those matters up with the Bureau of the Budget first, would there? 
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Mr. Lanman. It has been 

Mr. McCormack. I am not asking you to bind the Defense Depart- 
ment, 

Mr. Lanman. It has been the Bureau of the Budget’s thought that 
if they knew about it after the fact and for the purposes of detecting 
whether there was any abuse of the provision or not, that would be 
adequate for their purpose. 

I do not believe we would have any substantial objection to report- 
ing to them ahead of time. I do not know whether the mechanics 
requiring a report would occasion any serious administrative difficulty 
or not. But I would assume they would not. 

Mr. Jonas. You would be bringing a second government agency 
or control group into the picture, wick might have a tendency to 

Mr. Jonss. Why bring the budget i in at all if you are going to leave 
them the latitude they want under existing law? 

Mr. Lanman. I think we would feel as long as it was a report which 
would not require prior approval—as we envision the possibility 
of the thing occurring at all—it would be under circumstances where 
= would certainly want to expedite the action in order to pay the 

s. 

Mr. McCormack. Would something along that line meet with 
some of your objections? 

Mr. Jonzs. That is all right. Going to the budget, as far as I am 
concerned, going to the budget at all should not be a requirement. 
Just exempt them from the operation of the act. 

Mr. McCormack. What is the next amendment, Mr. Keller? I 
have to leave you shortly. 

Mrs. Harpen. Mr. Chairman, I regret it was impossible for me to 
be present for the entire hearing. The Post Office and Civil Service 
Committee, of which I am a member, is sitting at the same time. 

Mr. McCormack. I got the note. 

What is the next amendment? 

Mr. Keutuier. The next amendment, Mr. Chairman, is on page 2 
lines 23 and 24. Take the words ‘“‘as of the close of the fiscal year,” 
and place them after the word “account” on line 21. 

Mr. McCormack. Now, is there any general objection to that? 

Mr. Keuuer. That is a technical amendment. 

Mr. McCormack. All right. What is the next one? 

Mr. Keuuer. The next amendment is on page 3, lines 11 and 12, 
change the word “‘required”’ to read ‘“‘made”’ and after ‘‘subsection (a),”’ 
insert “and (b).” ‘Subsection’? should be made plural. That is 
also a technical amendment. 

Mr. McCormack. No objection to that, it is agreed to. 

What is the next amendment? 

Mr. Ketier. The next amendment is on page 4, lines 8 and 9. 
Delete the words “activity responsible for the liquidation of the 
obligations chargeable to such accounts.’’ That is through the end 
of line 9. And insert the words ‘‘agency concerned.”’ 

Mr. McCormack. What about the subdivision? 

Mr. Ketter. I do not think we need the subdivision in this case. 
This is a requirement that the agency make a review of the accounts. 

Mr. McCormack. All right. 

Any objection to generally approving that amendment? 

(No response.) 
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Mr. McCormack. All right. 

Mr. Kexuier. On page 4, line 14, change the word ‘‘shall’’ to ‘“‘may.’’ 
That is to tie in with the provision we were just discussing with the 
Department of Defense. This section as written requires that a 
deficiency in the obligated balance must be paid out of the current 
appropriation. The amendment makes it permissive rather than 
mandatory. 

Mr. McCormack. That relates back to the amendment we are a 
little uncertain about? 

Mr. Keuuer. That is right. 

Mr. McCormack. If that is agreed upon generally, we will accept 
that. 

All right? 

(No response.) 

Mr. McCormack. What is the next one? 

Mr. Ketuer. Page 6, line 10. Change the word “activity” to 
“agency or subdivision thereof.” That ties back with the amendment 
in the first section. 

Mr. McCormack. Without objection, that will be generally agreed 
to. 

What is the next one? 

Mr. Keuuer. Page 6, line 17. Strike the words ‘‘or will not be 
undertaken or continued.” The reason for that amendment is—— 

Mr. McCormack. Would you not put a semicolon after ‘fulfilled’? 

Mr. Kewuer. Yes, sir. 

Mr. McCormack. Semicolon after “fulfilled.” 

Mr. Keuuer. Yes, sir. 

Mr. McCormack. All right. 

Mr. Ketuier. The reason for the amendment is that the original 
language puts the head of the agency in the position of making the 
determination that a particular program authorized by Congress will 
not be undertaken or continued. 

Mr. McCormack. Any objections generally to agreeing to that 
amendment? 

What is the next one? 

Mr. Keuurer. The next one is a new subsection ‘‘(f)’’ in section 7. 

Do you want me to repeat that again, sir? We went over that 
varlier. 

Mr. McCormack. Yes. 

Mr. Ketuer. The new subsection (f) reads: ‘‘Any provisions’’— 
and we are talking about repealing provisions of law—‘‘except those 
contained in appropriation acts for fiscal year 1956 and 1957, per- 
mitting an appropriation to remain available for expenditure for any 
period beyond that which it is available for obligations, but this 
subsection shall not be effective until June 30, 1957. % 

Mr. McCormack. Any objections to generally agreeing to that 
amendment? 

(No response. ) 

Mr. McCormack. All right. 

Any other amendment? 

Mr. Keuuer. A new section 9, which is an authorizing section. It 
reads, “The inclusion in appropriation acts of provisions excepting 
any appropriation or appropriations from the operations of the pro- 
visions of this act and fixing the period for which such appropriation 
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or appropriations shall remain available for expenditure is hereby 
authorized.” 

The section may avoid a point of order being raised against an 
appropriation act, provision which would allow an appropriation to 
remain available for expenditure longer than it is available for 
obligation. 

Mr. Jones. The appropriation committee would have that author- 
ity whether this amendment was added or not? 

Mr. Ketuer. Yes; but a point of order might be raised. 

Mr. McCormack. Would that not raise a question of a point of 
order involving an appropriation? When you go into that, you are 
liable to have—under the rules of the House, you are liable to have 
a point of order directed against the bill. 

Mr. Jonss. This would eliminate it. 

Mr. Ketter. It would eliminate the point of order against the 
appropriation act. I think it would be proper for inclusion in this bill. 

Mr. Jonzs. As I understand it——. 

Mr. McCormack. I see, I get it. I see. 

Allright. Is there any objection generally to that proposed amend- 
ment? 

(No response. ) 

Mr. McCormack. Let me ask you, Mr. Keller: The General 
Accounting Office recommends this bill with these amendments? 

Mr. Keer. Yes, sir. 

Mr. McCormack. We are having sort of an informal situation here 
because I would like to get this disposed of. I have to go to the floor. 
There is no objection, then, to the language being put in the amend- 
ment that has been quite extensively discussed, providing that prior 
to the restoration it shall go the Bureau of the Budget? 

Mr. Lanman. Report; yes, sir. 

Mr. McCormack. Report; yes, sir. 

Would that meet your objection? I will not say meet your object- 
tion—it does not meet my objection, but [ go along with it. Would 
you go along with it? 

Mr. Jonzs. I guess I could go along. 

Mr. McCormack. How do the other members feel about the bill? 

(No response. ) 

Mr. McCormack. All right. 

I will entertain a motion to report the bill favorably with all amend- 
ments to the full committee. 

Mr. Jones. I make such a motion. 

Mrs. Harpen. Seconded. 

Mr. McCormack. All right. 

a on the motion? 

he ayes have it. 

The other witnesses may put their statements in the record, if 
they desire. 

Mr. Jonas. Do we have any witnesses opposing the bill? 

Mr. McCormack. Anybody here opposing the bill? 

(No response. ) 

Mr. McCormack. Any other witnesses with prepared statements, 
we will be very glad to have them put into the record. 
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STATEMENT OF GILBERT L. CAKE, ASSOCIATE COMMISSIONER, 
BUREAU OF ACCOUNTS, TREASURY DEPARTMENT 


Mr. Caxe. Mr. Chairman and members of the committee, I am 
glad to testify on behalf of the Treasury Department concerning 
H. R. 9593, a bill to simplify accounting, facilitate the payment of 
obligations, and for other purposes. 

This bill contemplates two major changes with respect to the manner 
in which claims would be paid and accounted for after the related 
appropriations have ceased, by limitation of law, to be available any 
longer for making contracts or otherwise financially obligating the 
Government. 

Under the present law, the General Accounting Office reviews and 
settles claims against lapsed appropriations and, in that connection, 
is keeping more than 30,000 accounts for old balances as a means of 
insuring that no claim is paid that would create a deficiency involving a 
lapsed appropriation. 

First, however, the administrative agencies concerned do the work 
of ascertaining the facts and documenting the claims, including recom- 
mendations thereon, to be reviewed and settled in the General 
Accounting Office. 

Under the bill, this work by the administrative agencies would still 
have to be done but the claims, except those involving doubtful 
questions of law or fact, would be certified as correct for payment by 
authorized disbursing officers without first being referred to the 
General Accounting Office for approval. Of course, such adminis- 
trative action would be subject to independent, postaudit review by 
the General Accounting Office. 

Also under present law, Federal agencies generally must keep 3 
separate accounts with respect to each appropriation title; namely, 
1 account for the appropriation for the current fiscal year and 1 each 
for the expired appropriations for the 2 preceding years. 

This is true of appropriations limited to a year or other period of 
time; which, disregarding trust funds, are the great majority. 

After an appropriation has remained on the books of the Govern- 
ment for 2 fiscal years following that for which the appropriation is 
made, the entire balance, including the unobligated portion, lapses 
and is carried to a consolidated account for the payment of claims 
against all lapsed appropriations. 

As I previously mentioned, these claims, usually referred to as 
certified claims, are being submitted under present law to the General 
Accounting Office for approval before payment. 

Under the bill, one- Mird of the appropriation accounts, and one- 
third of the innumerable allotment or other subaccounts related to 
such appropriation accounts, which are scattered among the different 
agencies of the Government, would be eliminated. Also, the more 
than 30,000 accounts kept by the General Accounting Office with 
respect to lapsed appropriations would be discontinued. Only 2, 
instead of 3 accounts, would be kept with respect to each appropria- 
tion title; namely, 1 for the appropriation for the current fiscal year 
and the other for the purpose of liquidating claims involving old 
obligations against all appropriations for the same general purpose. 
This would be accomplished each fiscal year by making, in the case of 
each appropriation title, a careful administrative review of the obliga- 
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tions outstanding against the appropriation account for the fiscal 
year just ended and then closing such account, within 90 days, by 
writing off the unused (that is, unobligated) part of the balance and 
transferring the remainder (that is, the obligated portion) to an ac- 
count for the liquidation of old obligations. As I have indicated, 
there would be one such account maintained for appropriations which 
were made for the same general purpose, and the account would be 
used for the liquidation of old obligations against such appropriations 
regardless of when the obligations were incurred in past years. 

I have tried to give a general idea of the proposed changes in present 
practice without dealing with all of the procedural details. 

The Treasury Department has been collaborating with the Bureau 
of the Budget and the General Accounting Office in the drafting of the 
proposed legislation. With the amendments which the Bureau of the 
Budget proposes, the Treasury Department gives its full support to 
the enactment of H. R. 9593. This is because there are strong 
advantages to be gained in the way of— 

1. Reducing the expense of paying and accounting for claims 
against expired appropriations; 

2. Strengthening related audit; 

3. Improving accounting in two ways: by reducing the size 
of the carryover of unexpended balances as between fiscal years; 
and by treating payments of claims in the Federal Budget as 
expenditures of the administrative agencies concerned rather 


than as expenditures of the Treasury Department; and 
4. Expediting the payment of valid claims. 
Mr. McCormack. The hearing is adjourned subject to the call of 


the chairman. 
(Whereupon, at 12 o’clock p. m., the subcommittee adjourned, to 
reconvene at the call of the chairman.) 
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